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STANDBY MORTGAGE LEGISLATION 


TUESDAY, MARCH 24, 1959 
U.S. Senate, 


CoMMITTEE ON INTERSTATE AND ForeIGN CoMMERCE, 
SuBCOMMITTEE ON MercHant Marine AND FIsHERIES, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10 a.m., Hon. Clair 
Engle (member of the subcommittee) presiding. 

Senator Encitz. The Subcommittee on Merchant Marine and Fish- 
eries of the Senate Committee on Interstate and Foreign Commerce 
will be in session for consideration of S. 1434 by Senator Magnuson, 
to amend title XI of the Merchant Marine Act of 1936, and the bill 
S. 1457 by Senator Magnuson for himself and Mr. Engle, to amend 
title XI of the Merchant Marine Act of 1936 as amended. 

Without objection, the bills will be printed in the record at this 
point and, without objection, whenever a departmental report is ‘re- 
ceived, if received, it shall be made a part of the record at this point. 

(S. 1457 and S. 1434 are as follows :) 


[S. 1457, 86th Cong., 1st sess.] 
A BILL To amend title XI of the Merchant Marine Act, 1936, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection (f) of section 1101 of title 
XI of the Merchant Marine Act, 1936, as amended (46 U.S.C. 1271-1279), is 
amended to read as follows: 

“(f) The term ‘actual cost’ of a vessel as of any specified date means: 

“(1) In the case of a vessel whose construction, reconstruction, or recondi- 
tioning is financed by a loan or mortgage insured under this title, the aggregate 
as determined by the Secretary of Commerce of (i) all amounts paid by or for 
the account of the mortgagor or borrower on or before that date, and (ii) all 
amounts which the mortgagor or borrower is then obligated to pay from time 
to time thereafter for the construction, reconstruction, or reconditioning (in- 
cluding designing, inspecting, outfitting, and equipping) of such vessel; and 

“(2) In the case of a vessel mortgaged by a mortgage insured under this title 
to finance the construction, reconstruction, or reconditioning of another vessel 
or vessels, the aggregate as determined by the Secretary of Commerce of (i) 
all amounts paid by or for the account of the mortgagor in respect of the mort- 
gaged vessel on or before that date, and (ii) all amounts which the mortgagor 
is then obligated to pay in respect of the mortgaged vessel from time to time 
thereafter, for the purchase, construction, or other acquisition and for any 
reconstruction or reconditioning (including designing, inspecting, outfitting, and 
equipping) of said vessel, less depreciation to the estimated date of execution 
of the mortgage on the basis of the economic life of said mortgaged vessel as 
determined by the Secretary of Commerce: Provided, That in no event shall 
the Secretary of Commerce pay as insurance under this title an amount in 
excess of 75 per centum or 8714 per centum, as the case may be, of: (1) As in- 
surance on a loan, or on a mortgage to finance the construction, reconstruction, 
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or reconditioning of the vessel mortgaged, the amount paid by or for the account 
of the mortgaged, the amount paid by or for the account of the mortgagor or 
borrower for the construction, reconstruction, or reconditioning (including design. 
ing, inspecting, outfitting, and equipping) of the vessel; and (2) as insurance 
on a mortgage on a vessel to finance the construction, reconstruction, or recon- 
ditioning of another vessel or vessels, the amout paid by or for the account of the 
mortgagor for the purchase, construction, or other acquisition and for any 
reconstruction or reconditioning (including designing, inspecting, outfitting, and 
equipping) of the vessel mortgaged, less depreciation to the date of execution 
of the mortgage on the basis of the economic life of said vessel as determined 
by the Secretary of Commerce.” 

Sec. 2. That section 1104(a) of title XI of the Merchant Marine Act, 1936, as 
amended (46 U.S.C. 1271-1279), is amended by inserting a new subsection (2) 
to read as follows: 

“(2) shall (i) cover a vessel or vessels whose construction, reconstruction, 
or reconditioning is financed under this title or shall (ii) cover any vessel or 
vessels owned by the mortgagor to aid in financing the construction, reconstruc- 
tion, or reconditioning of another vessel or vessels by the mortgagor.” 

Sec. 3. Subsection (2) of section 1104(a) is redesignated subsection (3) and 
is amended as follows: 

“(3) shall involve an obligation in a principal amount which, in combi- 
nation with other mortgages to finance the construction, reconstruction, 
or reconditioning, does not exceed the lesser of 75 per centum of the actual 
cost of the vessel or vessels mortgaged or 100 per centum of the actual 
eost of the vessel or vessels whose construction, reconstruction, or recon- 
ditioning is financed under this title, such actual cost to be determined by 
the Secretary of Commerce at or prior to the execution of the mortgage 
and such determination to be conclusive for the purposes of determining the 
principal amount of the mortgage: Provided, however, That in the case of 
a mortgage covering the vessel or vessels to be constructed, reconstructed, or 
reconditioned, (i) if the vessel is of a size and speed which are approved 
by the Secretary of Commerce and is, or in the case of a vessel to be recon- 
structed or reconditioned would have been, eligible for mortgage aid for 
construction under section 509 of this Act and in respect of which the 
minimum downpayment by the mortgagor required by that section would 
be 121% per centum of the cost of such vessel, the obligation may be in an 
amount which does not exceed 87% per centum of such actual cost; or (ii) 
if the vessel was purchased pursuant to the Merchant Ship Sales Act of 1946, 
as amended, for exclusive use on the Great Lakes, the obligation may be ina 
principal amount which does not exceed 75 per centum of the net purchase 
price of such vessel, plus 75 per centum of the amounts expended for alter- 
ing, modifying, converting, and equipping such vessel in excess of that 
purchase price, or 75 per centum of the amount which the Secretary of Com- 
merce estimates will be the value of such vessel so purchased for exclusive 
use on the Great Lakes when reconstruction or reconditioning is completed, 
whichever is the lesser.” 

Sec. 4. Subsections (3), (4), (5), (6), (7), (8), (9), (10), and (11) of section 
1104(a) are redesignated subsections (4), (5), (6), (7), (8), (9), (10), (11), 
and (12). 

Sec. 5. Subsection (c) of section 1104 is amended to read as follows: 

“(ce) No commitment to insure a mortgage or loan shall be made by the Sec- 
retary of Commerce unless he finds, at or prior to the time such commitment is 
made, that the construction, reconstruction, or reconditioning project being 
financed by the mortgage or the loan will be, in his opinion, economically sound, 
and no mortgage or loan, unless made pursuant to a prior commitment, shall be 
insured unless the Secretary of Commerce finds, at or prior to the time the 
insurance becomes effective, that the construction, reconstruction, or recon- 
ditioning project being financed by the mortgage or the loan will be, in his 
opinion, economically sound.” 

Sec. 6. Section 1106(2) is amended by striking out the words “paragraph (2)” 
and inserting “paragraph (3).” 
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int [S. 1484, 86th Cong., 1st sess.] 
a A BILL To amend title XI of the Merchant Marine Act, 1936, as amended, with respect to 
nce insurance of ship mortgages, and for other purposes 
on- Be it- enacted by the Senate and House of Representatives of the United 
the States of America in Congress assembled, That title XI of the Merchant Marine 
ny Act, 1936, as amended (46 U.S.C. 1271-1279) , is amended— 
nd | (1) by redesignating sections 1107, 1108, and 1109 as sections 1108, 1109, 
on | and 1110; 
ed (2) by -striking out of section 1102 the reference “section 1109” and 
inserting in lieu thereof the reference “section 1110” ; 
AS (3) by striking out of section 1104(f) the reference “sections 1101-1109” 
2) and inserting in lieu thereof the reference “sections 1101-1110” ; 
(4) by striking out of section 1106, before the dash, the word “except” 
on, and inserting in lieu thereof the words “except as provided in section 1107 
or or” ; and 
ae- (5) by inserting after section 1106 a new section 1107 to read as follows: 
“Seco. 1107. The Secretary of Commerce is authorized, upon such terms as 
nd he may prescribe, to make a commitment to the prospective owner of a vessel 
who is a citizen of the United States, prior to the time when the keel of such 
bi- vessel is laid under a contract which such prospective owner has made with 
a the shipbuilder for the construction of the vessel, to insure the interest on and 


| 
the unpaid balance of the principal of a mortgage or mortgages which such 
| prospective owner, as mortgagor, may at any time place on the vessel in order 
a to finance the construction of other vessels or both to refinance a mortgage 
insured by the Secretary of Commerce on the vessel and to finance the construc- 
| 


ge tion of other vessels, subject to the following conditions— 
he “(1) the commitment shall not be assignable either separately or in 
of conjunction with a transfer of the vessel ; 
od “(2) the vessel is not subject to a mortgage which has not been insured 
by the Secretary of Commerce ; 
ond “(3) within a reasonable period prior to, or at the time of, insuring the 
he mortgage pursuant to the commitment, the Secretary of Commerce makes 
aa the finding required by section 1104(c) of this Act (which requires a finding 
that the mortgaged vessel or the project with respect to which the mort- 
- gaged vessel is to be operated will be in the opinion of the Secretary of 
i) Commerce economically sound) ; 
46, “(4) the mortgage involves a principal obligation which when added 
'* to the unpaid balance of the principal obligations of prior mortgages on the 
vessel will result in a sum which will not, (a) if the vessel was not built 
ot with aid of construction-differential subsidy and complies with the require- 
ments of section 509 of this Act, exceed 87% per centum of actual cost 
2 of such vessel depreciated at the rate of 5 per centum per annum from 
7 the date such vessel is delivered by the shipbuilder to the date such mort- 
= gage is executed, and, (0) if the mortgaged vessel was built with the aid 
~ of construction-differential subsidy or does not comply with the require 


) ments of section 509 of this Act, exceed 75 per centum of such amount; 

' “(5) the mortgage has maturity dates which do not exceed the remain- 
ing years of a useful life of the mortgaged vessel of twenty years computed 
from the date the vessel was delivered by the shipbuilder ; 


7 “(6) the loan agreement for the making of the loan secured by the mort- 
. gage, or the mortgage, provides that the loan, except such portion thereof 
- as it has been agreed will be used to refinance an existing mortgage on 
- the vessel which has been insured by the Secretary of Commerce, will be 
he disbursed by the mortgagee to a shipbuilder in payment, on behalf of the 
a mortgagor, of part of the contract price for the construction of a vessel 


ie ‘contracted for by the mortgagor which has not yet been delivered ; 
“(7) the mortgage complies with all of the requirements of section 1104 (a) 
\” of this Act.(which defines an eligible mortgage) except subdivision 2 thereof 
(which. specifies the maximum principal amount of the mortgage), subdi- 
vision 3 thereof (which specifies the maximum duration of the mortgage), 
and subdivision 8 thereof (which specifies the purpose of the loan secured 
by the mortgage) ; 
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“(8) the mortgaged vessel is in as good condition as it would have been 
in if it had been mortgaged immediately after delivery by the shipbuilder 
(and remained subject to such mortgage until the date of execution of this 
mortgage) and such mortgage had been insured by the Secretary of Com- 
merce, and all requirements of the Secretary of Commerce with respect 
to a vessel on which he has insured the mortgage had been complied with.” 

Senator Enate. In our hearing today we will consider two bills, 
S. 1457 and S. 1434, that would amend title XI of the Merchant Ma- 
rine Act of 1936. Either bill is designed to provide additional flex- 
ibility for the shipping industry in securing financing from private re- 
sources for ship construction, reconstruction, and reconditioning. 

As the law now stands, the ship operator must take out his insured 
mortgage before the delivery to hiss of the vessel built or improved. 
All too frequently this forces him to borrow money at interest rates 
higher than the considerations of prudent and efficient management 
would indicate. 

These two bills we are considering allow the shipowner to defer 
the placing of this insured mortgage until such time as interest rates 
are more favorable. The funds so secured can only be applied to 
further vessel replacement or improvement. 

Let me emphasize the timeliness of this legislation. The Govern- 
ment and the shipping industry have entered a virtual partnership to 
relieve the problem of bloc eshte now facing the American 
merchant marine. For the efficient and economic operation of the ves- 
sels so constructed, the bills considered today are highly desirable. 

In a time of national self-consciousness over Government expendi- 
tures, it deserves mention that these bills neither increase the Federal 
risk nor contemplate the spending of any more money. In fact, 
through subsidy recapture, they may save the taxpayer money. We 
have with us this morning Mr. Clarence Morse, the Chairman of the 
Federal Maritime Board, Maritime Administrator, speaking on behalf 
of the Department of Commerce and the Maritime Administration. 

Mr. Morse, we will be glad to hear you at this time. 

Mr. Ackerson. My name is Mr. Ackerson from Mr. Morse’s office. 
Mr. Morse had an engagement at 9: 30 on the House side. He expected 
to be over here promptly but he has not arrived as yet. 

Senator Eneie. We will be glad to put Mr. Morse at the end of the 
schedule and give him a chance to arrive. I know how difficult it is 
for people to be in two places at once around here. I have tried it 
myself. 

i. the temporary absence of Mr. Morse, we will call the industry 
witnesses, who will be introduced by Mr. Alex Purdon, the executive 
director of the Committee of American Steamship Lines. 

Mr. Purdon, do you desire to come forward and introduce your wit- 
nesses ? 

Mr. Purdon, we are glad to have you here and you may proceed in 
your own fashion. 

Mr. Purpon. Thank you, Mr. Chairman. For the record, my name 
is Alexander Purdon, executive director of the Committee of American 
Steamship Lines, 1000 Connecticut Avenue, Washington, D.C. The 
Committee of American Steamship Lines is an organization of 14 of 
the steamship lines holding operating differential subsidy contracts 
with the U.S. Government. Under these operating diffierential sub- 
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sidy contracts we are required to replace our ships as they become 20 
ears of age, and we have embarked on a building program over the 
next 10 to 13 years which is estimated to cost $4 billion. It is because of 
our contractual obligation as well as our natural desire to replace-our 
fleets that we appear before you to speak in favor of this legislation. 

The purpose of the legislation is quite simple. It is to extend the 

rovisions of title XI so that we will have more flexibility in our 
biencing arrangements. Essentially, it means that when we have 
the cash to pay for a ship we can pay in full for the ship and mort- 
gage it later in order to get funds for subsequent replacements. 

You have before you, sir two bills. S. 1457 is a bill which was in- 
troduced in the Senate last year and passed the House last year. This 
I would say is the industry-supported bill. 

You also have S. 1434, which is the Commerce Department version. 
Both bills attempt to reach the same objective but by different routes. 
There is no difference in objective or principle between the two. The 
industry bill reaches its end by amending the pertinent sections of 
title XI. The Commerce bill reaches a similar end by adding a whole 
new section. 

We will present our witnesses in support of S. 1457 and we will 
also for the committee indicate what, in our view, should be done to 
the Commerce bill in order to make it comparable to the industry bill. 
In other words, we will suggest some amendments. We will also 
suggest a couple of minor technical amendments to our own which 
have occurred to us most recently. 

The differences, I would emphasize, are technical. I would now 
like to introduce to you Mr. Burke Piper, who is vice president of 
Grace Line, New York, and chairman of our finance committee. He 
will address himself to the bill and if I might introduce, Senator, all 
of the witnesses at once, they can go right into their portions of the 
testimony without my breaking in. Would that be preferable, sir? 

Senator Enetr. That would be perfectly all right. 

Mr. Purvon. Mr. Burke Piper is chairman of our finance commit- 
tee. ‘The second witness will be Mr. Frank Nemec, senior vice presi- 
dent of Lykes Bros. Steamship Co., of New Orleans, who is here in 
his capacity as chairman of our vessel replacement committee. 

The third witness is Mr. Robert C. Porter, a partner in F. Eber- 
stadt & Co., of New York, a company which has had considerable 
experience in ship financing. 

hen we will present Mr. Vern Countryman, who is acting as spe- 
cial counsel to our committee for this purpose and he will address 
himself to the technical amendments to which I have referred. 

Finally, sir, if time permits, Mr. Ira Ewers is here and would like 
to make a short statement with reference to the importance of this 
to the Moore-McCormack Lines, of New York, of which he is counsel. 

Mr. Piper. 

Mr. Pirer. Mr. Chairman, I have a brief prepared statement, if 
you would like for me to read that first. 

Senator Eneiz. Yes. If you will wait just a minute, Mr. Piper, 
Mr. Morse has just come in. Do you have a few minutes? If so, 
we will hear these other witnesses first. 

Mr. Morse. Surely. 


88672—59——2 
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Senator Enexz. Mr. Piper, we are happy to have you here and to 
have your testimony. I assume you are not a relative of the Piper 
of Piper Aircraft. 

Mr. Preer. That is correct, sir. 

Senator Eneie. Very well, you may proceed and, without objec- 
tion, you may present your statement without interruption. | 


STATEMENT OF B. G. PIPER, CHAIRMAN, FINANCE COMMITTEE OF 
COMMITTEE OF AMERICAN STEAMSHIP LINES 


Mr. Piper. My name is Burke G. Piper, I am a vice president and 
treasurer of Grace Line, Inc., a subsidized American-flag steamshi 
operator with its principal office in New York City. In addition’ 
am chairman of the Finance Committee of the Committee of American 
Steamship Lines, in which capacity my testimony is presented today 
in support of S. 1457. 

As you know, under existing provisions of title XI of the Merchant 
Marine Act an operator has to mortgage each new vessel as it is 
delivered in order to obtain Government insurance. Elimination of 
this requirement through passage of the amendment under considera- 
tion would, in the judgment of the Finance Committee of CASL, give 
the industry greater flexibility in planning their replacement programs 
and should permit substantial savings in the cost of debt financing 
while concurrently reducing the Government’s exposure to risk as 
guarantor of the mortgages. 

The savings in the cost of debt financing through allowing the opera- 
tor to select the most opportune time to assume mortgage debt can 
be shown in the following example: Grace Line, Inc., 1s presently 
earning 3.39 percent on its reserve fund investments. Concurrently, 
including title XI mortgage insurance premiums, the company is pay- 
ing an interest rate of approximately 4.73 percent upon its recent 
$18 million issue of merchant-marine bonds. Based upon our own 

rojections we were forced under existing legislation to borrow this 

18 million at least 214 years before the funds were required under 
our ship-replacement program. Since the annual yield on our in- 
vestments is pee wee 2 1.34 percent less than the cost of borrowed 
money we will be forced to incur an additional borrowing expense 
of approximately $600,000 during the next 214 years ($18 million 
times 1.34 percent times 2.5 years). 

Passage of S. 1457 should develop a further area of savings. Finane- 
ing could be arranged so that a group of ships delivered to the 
operator over a period of several years could be mortgaged at the 
same time. This method could materially shorten the time consumed 
in arranging financing and could substantially reduce the cost of legal 
fees and executive time per dollar of borrowings. Further, because of 
the larger amounts involved in a combined financing it is expected that 
underwriting and trustee fees would be reduced as a percentage of 
the financing proceeds. 


Another consideration is the fact that under existing legislation an | 


operator may be forced to borrow money on a long-term basis at a 
time when interest rates are at a peak. Present legislation allows the 
operator no flexibility in determining when to borrow. Passage of 
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S. 1457 would enable the shipowner to utilize his own funds to the 
extent available and to determine within the limits of his own resources 
the best time to seek external financing. 

For example, an operator who has a firm ship-construction obliga- 
tion under his operating subsidy contract might find it desirable to 
finance the future costs of ships to be built by borrowing money on 
ships already built in advance of the placing of construction contracts 
for the new ships. 

Finally the bill under consideration tends to reduce the Govern- 
ment’s risk. By limiting the amount of insured mortgages to 75 per- 
cent of the vessel’s depreciated cost it is evident that deferral of mort- 
gage financing until actually needed would both reduce the amount 
and the time period of the Government exposure as mortgage guar- 
antor. 

In summary, therefore, because passage of S. 1457 would permit a 
shipowner to reduce the cost of borrowing money, while assisting the 
fulfillment of the Government industry vessel replacement program, 
I as chairman of the finance committee would like to record CASL’s 
strong endorsement of this bill. 

That completes the prepared portion of my statement. I would 
be happy to answer any questions now or it might be desirable if 
the chairman desires to have the testimony of the other witnesses, at 
least Mr. Nemec and Mr. Porter. 

Senator Enetz. Thank you very much, Mr. Piper. We would be 
glad to proceed with Mr. Nemec’s testimony. I observe, Mr. Nemec, 
that your statement is five pages long which is relatively short. You 
can insert it in the record or read it, as you wish. 

Mr. Nemec. At your pleasure, Mr. Chairman. 

Senator Enete. To the extent that it is repetitious, if it is, of Mr. 
Piper’s testimony, it will not be necessary to read it. Are these 
statements to any extent repetitious ? 

Mr. Nemec. They do overlap in some unavoidable details, there is 
no question about that. 

Senator Enetz. Probably the fastest method would be for you to 
go ahead and read it. 

Mr. Nemec. ‘All right, sir. 


STATEMENT OF FRANK A. NEMEC, CHAIRMAN, VESSEL REPLACE- 
MENT COMMITTEE OF COMMITTEE OF AMERICAN STEAMSHIP 
LINES 


Mr. Nemec. My name is Frank S. Nemec. I am a senior vice 
president of Lykes Bros. Steamship Co., Inc., of New Orleans, La., 
and appear here today as chairman of the Vessel Replacement Com- 
mittee of CASL in support of S. 1437. 

Mr. Piper, chairman of the Finance Committee of CASL, has pre- 
ey me and has explained the importance of certain phases of the 


Accordingly, I would like to outline rather briefly the underlying 
_ and merits of S. 1457, particularly as they make more feasi- 
le the long-range ship-replacement program of our companies. 
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The bill which is before you is intended to permit title XI mort- 
gages to be placed on vessels after they have been delivered to the 
owner. Insimple terms, this bill will— 

(1) Permit a shipowner to employ his own financial resources 
to the fullest extent by avoiding unnecessary borrowing, thereby 
reducing interest costs and debt charges; 

(2) Enable the shipowner later to place Government-guaran- 
teed mortgages on vessels already delivered provided the proceeds 
are used for shipbuilding or similar purposes ; 

(3) Reduce Government exposure by minimizing the amount 
of ship-mortgage guarantees outstanding at a particular time; 

(4) Provide additional financing flexibility by enabling a 
shipowner to borrow money at a time and place of his own choos- 
ing; 

5) Facilitate public financing and distribution of ship bonds; 
and 

(6) Reduce the cost of freighter-bond financing by permitting 
a number of ships to be grouped under a single public issue. 

Under the present law, guaranteed mortgages must be placed at the 
time ships are delivered by a shipyard or the guarantee privilege is 
lost. In substance, the present bill permits guarantee mortgages to 
be placed after delivery of the ship to the owner, provided the pro- 
ceeds are dedicated to new construction, reconstruction, or the other 
purposes of the act. This is an important change, and one which will 
assist our industry in fulfilling its vast ship-replacement obligations, 

At the present time, all members of CASL have ship-replacement 
funds on deposit in statutory reserve funds. The yield on investment 
of these funds in about 114, percent less than the cost of borrowing 
money even with the aid of Government-guaranteed mortgages. 
This means that if a shipowner borrows mortgage money to finance 
his ships rather than using his own money, he suffers an economic loss 
of about 1145 percent on the funds he borrows. 

Let me illustrate this with an example: A shipowner has $10 mil- 
lion in reserve funds which can be invested immediately in freighter 
tonnage now under construction by paying for some units in full, or, 
alternatively, withheld to insure the necessary downpayments on an- 
other group of ships to be constructed 5 years later. It appears to the 
owner that if all goes well, depreciation and other sources of money 
should be sufficient to meet the necessary downpayments on the group 
which is still 5 years away. However, if loss years intervene and he 
does not earn depreciation, he will be unable to finance these down- 
payments unless he keeps cash available. 

Under these circumstances—and without the ability to get mort- 
gage money under title XI on the ships which will be fully paid—he 
probably will withhold some or all of this $10 million. The results 
of this follow: 

Interest cost 


{a) Interest cost on $10,000,000 for 5 years at assumed rate of 5% 
percent (this rate which may be effective under present money 
market conditions, includes interest, guarantee cost, etc.) : 5 years 
at 5% percent equals 27% percent interest on $10,000,000 or______-- $2, 750, 000 
(b) Less interest earned on $10,000,000 invested in Government 
securities: 5 years at 3%4 percent equals 17% percent on 
IIE scinictssinieivesnsssniapeiirnssicntningapemresusieiipniateireapeeeeninbannciieniantaceensiteaneiataecte 1, 750, 000 


Economic loss to the shipowner_____------__-_--_--_--_------ 1, 000, 000- 
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As a spread of 114 percent the economic loss for this 5-year period 
would be $750,000, a sizable sum in any case. 

With the provisions of S. 1457 enacted into law, the shipowner 
would have no reluctance to invest this money in ships immediately, 
knowing that these ships could be mortgaged at a later date to provide 
funds necessary to proceed with his shipbuilding program. 

By creating more flexibility in financing, the provisions of S. 1457 
make possible substantial other advantages. For example, if this 
bill were enacted into law, a shipowner would not be forced to obtain 
borrowed capital at the time a ship is delivered to him by a shipyard 
as he must at present. With the financing flexibility afforded by this 
bill, he could postpone his borrowing until market conditions or in- 
terest rates were more favorable, thus enhancing the possibility of 
reducing the cost of his borrowings. By depositing any such borrow- 
ings in the reserve funds, the Government would be assured that the 
borrowed moneys would be used solely for the construction of new 
vessels or for the other purposes authorized by law. Under the bill, 
reductions in the interest cost of borrowed money such as occurred 
in the first 4 months of 1958 would create opportunities for a ship- 
owner to mortgage existing units of his fleet at lesser rates of interest, 
possibly saving large sums of future interest and making the entire 
venture more attractive from the financial point of view. Govern- 
ment exposure under the title XI guarantees would also be reduced. 

Another important feature of the bill is that it makes more feasible 
the underwriting and public offering of bonds covering a group of 
freighters. 

In simple terms, the additional flexibility extended under the bill 
would enable management to maintain access to practically all of our 
capital markets and strengthen the ability to undertake debt financing 
at a time and place of their own choosing. 

This bill is in the interest of the entire merchant marine since— 

(1) It puts a subsequent borrower on the same basis as an 
initial borrower; 

(2) It enables shipbuilding capital to be conserved by reduc- 
ing debt expense; 

(3) By permitting mortgages to be placed on existing vessels 
to aid in the construction of new vessels, it assures fulfillment 
of the Government-industry vessel-replacement program ; 

(4) Flexibility permits more realistic negotiation by the ship- 
owner on interest rates and terms, enhancing financial prospects. 
This fact and the delayed issuance of mortgage guarantees re- 
duces exposure of the Government. 

In support of Mr. Piper, chairman of the Finance Committee of 
CASL, and as chairman of the Vessel Replacement Committee of 
CASL, I should like to record our strong endorsement of this bill. 

Mr. Chairman, if you have any questions, we will be glad to answer 
them now or later. 

Senator Enetr. Thank you very much, Mr. Nemec, for that state- 
ment; and we will proceed with the statement by Mr. Porter. 

Mr. Porter, we are glad to have you here and we are pleased to 
have your statement. 

Mr. Porter. Thank you, sir. 

Senator Enate. I observe that it, too, is rather short and I suggest 
you proceed to read it. 
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Mr. Porter. Thank you. 


STATEMENT OF ROBERT C. PORTER, PARTNER, F. EBERSTADT C0. 


Mr. Porter. My name is Robert C. Porter. I appear today at the 
request of the Committee of American Steamship Lines. I am a part- 
ner of F. Eberstadt & Co., an investment banking firm in New York 
City. F. Eberstadt & Co. is active in the ship-financing field. 

My purpose in testifying today is to explain how, from the stand- 
point of the investment banker, the enactment into law of S. 1457, 
amending title XI of the Merchant Marine Act of 1936, will aid 
shipowners in financing the replacement fleet. 

ne of the purposes of title XI insurance is to permit the shipowners 
to obtain their financing from private sources rather than directly 
from the Government as was the case under title V. However, title 
XI, as now written, does not give the shipowners the same flexibility 
in arranging their financing as other industries enjoy. Title XI 
requires that the financing be done at or before the time of delivery 
of the vessel or not at all. This means that, contrary to other indus- 
tries, the shipping industry must do its financing at a specific time 
whether or not it needs the money at that time, whether or not money- 
market conditions are favorable, and whether or not the amount to be 
borrowed for the new vessel is sufficiently large to permit the financing 
to be arranged on the most favorable terms. 

Essentially S. 1457 will provide shipowners with a degree of flexi- 
bility, which is unavailable to them under the present law, both as 
to the timing of title XI ship-mortgage financing and as to the method 
by which such financing may be accomplished. 

Mr. Piper and Mr. Nemec have pointed out that many shipowners 
have adequate cash reserves to cover the initial phases of their vessel- 
replacement programs. 

From the standpoint of the investment banker, such companies 
should be free to determine the timing of their financing based on 
financial considerations rather than the delivery date of a particular 
ship. They should not be required to incur the additional cost of 
borrowing money substantially in advance of the time when they will 
need it. 

They should be free to select the timing of their financing based on 
the condition of the money market. They should not be forced to go 
into the money market in times of tightening credit or rising interest 
rates. 

The past 6-year period is a graphic example of how widely interest 
rates can fluctuate within short periods of time. During this 6-year 
period interest rates on taxable long-term Treasury bonds have varied 
as follows: Interest rates declined from approximately 314 percent 
in mid-1953 to 214 percent by mid-1954. They then gradually in- 
creased with minor fluctuations to 334 percent in late 1957, after which 
they decreased to 234 percent in mid-1958. Inthe succeeding 9 months 
these rates have increased about 114 percent to their present level of 
approximately 4 percent. 

The prediction of interest rates is not an exact science; however, the 
ability to be in a position to take advantage of money-market fluctua- 
tions over a period of years could result in substantial interest savings. 
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_Karlier I said that passage of S. 1457 will give shipowners a 
greater flexibility as to the method of title XI ship-mortgage financ- 
ing. I refer here especially to the financing of freighter or similar 
type ships where the amount to be borrowed with respect to a single 
new ship would be approximately $4 million. 

Basically there are two methods for the sale of title XI ship mort- 

s. One is through an underwritten offering to the public and 
the other is through a private placement of the securities with a 
limited number of institutional investors such as insurance com- 
panies. Both of these methods have their advantages depending to 
a large extent on the particular business situation of the issuer. 
However, a public offering of title XI bonds by the underwriter of 
$10 million or over will normally command a lower interest cost than 
will a private placement of the same securities. This saving in inter- 
est cost is generally on the order of one-fourth of 1 percent to three- 
eighths of 1 percent and is the result of the publicly offered securities 
having a marketability factor which enables investors to resell their 
bonds. A public issue also reaches different classes of investors who 
are generally willing to purchase smaller amounts at lower interest 
rates. 

Under the present law a shipowner is, for all practical purposes, 
restricted to a private placement for a small to medium size ship. 
This is due to the relatively small size of the individual ship mortgage 
which may range from $2 million to $5 million. An underwritten 
public offering of such a small amount of mortgage bonds would be 
impractical for the following reasons: 

(1) The direct costs of a public offering in printing expenses, 
legal fees, and underwriting charges are generally prohibitive 
for offerings of less than $9 million to $10 million. 

(2) The indirect costs of the time spent by company personnel 
on preparing for a public offering would be excessive in relation 
to the size of the issue. 

(3) Public offerings of small amounts of debt securities require 
greater proportionate underwriting charges than do larger offer- 
ings because small issues generally involve as much if not more 
risk and require as much time to sell as do substantially larger 
issues. 

(4) The interest rate for a small size issue would approximate 
that of a private placement of the equivalent amount of securi- 
ties since a public offering of such limited size would not develop 
an afterissue trading market of enough scope to be attractive 
to many investors who regard liquidity as an important factor. 

S. 1457, by permitting title XI insurance beyond the delivery date, 
will enable the. shipowner to finance a group of small to medium 
size vessels from his reserves over a period of time with the objective 
of combining the group of veuile in a single public offering 
when the total amount of money to be raised would make a public 
offering feasible. 

_ In general, as I previously mentioned, a public offering will result 
in an interest rate of one-fourth of 1 percent to three-eighths of 1 
percent below that of a private placement of similar size. For ex- 
ample, an interest saving of one-fourth of 1 percent on a public offer- 
ing of $10 million of 20-year bonds which have a sinking fund 
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resulting in an average life of about 12 years would amount to approx- 
imately $300,000. 

In summary, it is my opinion as an investment banker that the 
enactment of S. 1457 will give to the shipping industry the same 
flexibility in financial planning now available to other private indus- 
tries and thus enhance its ability to finance the replacement fleet on 
more economical terms. 

Senator Enetz. Mr. Porter, do you have any preference between 
these two bills from the standpoint of financing ? 

Mr. Porter. Well, I am not prepared to comment on the Depart- 
ment’s bill. I haven’t studied it. I understand from talking to coun- 
sel for the committee that if the various technical amendments that he 
is going to suggest are carried out it would accomplish the same objec- 
tives and I believe from a financing standpoint, if those changes are 
made, would be just as satisfactory. But I have not made any detailed 
study of the other bill. 

Senator Eneix. May I ask if there are any ship operators who are 
repared to take advantage of either bill as soon as either one of these 
illsisenacted? Doany of you know? 

Mr. Ewers. It would he just a short time before Moore-McCormack 
would, Mr. Chairman. Outside borrowing is not definite because of 
a number of outside factors. I would say probably within a year 
Moore-McCormack may have to avail itself of legislation such as this. 

Senator Enctz. May we have your full name and title for the ree- 
ord, please ? 

Mr. Ewers. Ira L. Ewers, I am a senior partner of Ewers & Duff, 
attorneys at law, 1000 16th Street, Washington, D.C., appearing on 
behalf of Moore-McCormack Lines, Inc., 5 Broadway, New York 4. 

Senator Enexte. Thank you very much Mr. Ewers. 

Mr. Nemec. In addition, Mr. Chairman, there are other lines which 
will be using it but more importantly the financing of a ship-replace- 
ment program such as we are now commencing takes a great deal of 
forward planning. Plans which are established now will shape the 
method of arranging financing 2, 3, 4, and 5 years from now. 

In other words, being able to rely on the provisions of this bill, we 
could now undertake certain steps which, if the bill were not enacted, 
would be risky and which would require reconsideration, I think, by 
many companies as to their current financing programs, so it becomes 
a matter for each company to shape its own financing but in reliance 
on this bill, it could undertake a course of action which otherwise it 
could not undertake. That is the important reason for pressing for 
enactment now. 

Senator Enetz. Now Mr. Countryman has a statement which he 
does not desire to read but he desires to have made a part of the 
record. Isthat correct? 

Mr. Purnon. I think he would like to comment on a couple of the 
most important parts and then submit the rest for the record. 

Mr. CountryMaNn. That is correct, Mr. Chairman. My statement 
dealing with proposed technical amendments, some 11 in number to the 
Commerce Department bill, and 3 to our own bill, is necessarily lengthy 
because of the complexity of the subject matter. I would not propose 
to take the committee’s time to read it. I would like to have it incorpo- 
rated in the record. I would, if the committee please, like to speak 
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briefly to one point of difference between the two bills which we believe 
rises above the level of a technical difference. 
Senator Enetze. You may proceed and, without objection, your 
repared statement will be made a part of the record immediately 
ollowing your extemporized remarks. 


STATEMENT OF VERN COUNTRYMAN, SPECIAL COUNSEL TO 
COMMITTEE OF AMERICAN STEAMSHIP LINES 


Mr. Countryman. Thank you, Mr. Chairman. 

S. 1484, the Commerce Department bill, unlike S. 1457, the indus- 
try bill, would not authorize the use of a standby mortgage on one 
yessel to finance the construction or reconditioning of another vessel 
or vessels. It is confined to new construction. In this respect the 
availability of the insured standby mortgage would be more restricted 
than is the availability of other insured mortgages under the present 
provisions of title XI which authorized the use of insured mortgages 
not only for new construction but for reconstruction and recondition- 
ing. We know of no reason for introducing such a restriction on 
the standby mortgage feature. 

We believe, on the contrary, that standby mortgages should be 
available to facilitate the private financing of reconstruction and re- 
conditioning which in many cases will involve substantial amounts, 
particularly in the case of passenger vessels and in instances where 
containerization or roll-on, roll-off features are to be added to cargo 
vessels. We have accordingly proposed—and the detail is in my 
written statement—an amendment to the Commerce Department bill 
which would extend its provisions to cover not only new construction 
but also reconstruction and reconditioning. 

(The complete statement of Mr. Countryman is as follows:) 


STATEMENT OF VERN COUNTRYMAN, SPECIAL COUNSEL TO COMMITTEE OF 
AMERICAN STEAMSHIP LINES 


The Committee of American Steamship Lines fully endorses the purpose of 
8. 1457 and S. 1434, which is to authorize the insurance under title XI of the 
Merchant Marine Act, 1936, of a standby mortgage on an existing vessel to 
finance additional construction. 

We believe that the plan of S. 1457, which incorporates the standby mort- 
gage feature into the present structure of title XI, is preferable to that of 
S. 1434, which undertakes to deal comprehensively with all aspects of the 
standby mortgage in a single new section to be added to title XI. Such sepa- 
rate treatment of the standby mortgage feature may, we believe, be productive 
of internal inconsistencies within title XI and of difficulties in administration 
which cannot be anticipated in advance. 

There are, in any event, certain technical deficiencies in S. 1434 which 
should be corrected if it is to authorize a workable and feasible system for 
insuring standby mortgages. In detail: 

(1) Title XI now authorizes, in section 1106(3), the insurance of a mortgage 
to refinance or refund a previously insured mortgage. If the standby mortgage 
authority were now to be added to title XI in the manner contemplated by 
8S. 1457, this would be sufficient, in our opinion, to authorize insurance of a 
mortgage on an existing vessel both (@) to refinance a previously insured 
mortgage on that vessel and (b) to finance additional construction. S. 1434, in 
the new section 1107 to be added to title XI, undertakes to deal not merely 
with standby measure but also with the refinancing feature when combined 
with the standby feature. As indicated below, this raises questions as to 
the availability of the refinancing feature and imposes limitations upon its 
availability which do not now exist and which would not exist under S; 1457. 
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We can identify no reason in connection with the introduction of the standby 
feature for changing the existing provisions of title XI with reference to 
refinancing mortgages. Accordingly, we suggest that the references to refinanc- 
ing mortgages be deleted from S. 1434 and that its provisions be confined to 
the standby mortgage. Specifically, this would require the following amend- 
ment to new section 1107 as it appears in S. 1434 (matter to be deleted in black 
brackets) : 

“Sec. 1107. The Secretary of Commerce is authorized, upon such terms as he 
may prescribe, to make a commitment to the prospective owner of a vessel, prior 
to the time when the keel of such vessel is laid under a contract which such 
prospective owner has made with the shipbuilder for the construction of the 
vessel, to insure the interest on and the unpaid balance of the principal of a 
mortgage or mortgages which such prospective owner, as mortgagor, may at any 
time place on the vessel in order to finance the construction of other vessels, 
Cor both to refinance a mortgage insured by the Secretary of Commerce on the 
vessel and_to finance the construction of other vessels, subject to the folowing 
conditions ]—” 

(2) S, 1434, unlike S. 1457, would not authorize the use of a standby mortgage 
on one vessel to finance the reconstruction or reconditioning of another vessel 
or vessels, In this respect the availability of the insured standby mortgage would 
be more restricted than is the availability of other insured mortgages under the 
present provisions of title XI. We know of no reason for introducing such a 
restriction. We believe, on the contrary, that insured standby mortgages should 
be available to facilitate the private financing of reconstruction and recondition- 
ing, which in many cases will involve substantial amounts, particularly in the 
case of passenger vessels and in instances where containerization or roll-on, roll-off 
features are to be added to cargo ships. Accordingly, we propose that new 
section 1107 as it appears in §. 1434 be amended as follows (new matter 
italicized, matter to be deleted in black brackets) : 

“Sec. 1107. The Secretary of Commerce is authorized, upon such terms as he 
may prescribe, to make a commitment to the prospective owner of a vessel, prior 
to the time when the keel of such vessel is laid under a contract which such 
prospective owner has made with the shipbuilder for the construction of the 
vessel, to insure the interest on and the unpaid balance of the principal of 
a mortgage or mortages which such prospective owner, as mortgagor, may at any 
time place on the vessel in order to finance the construction, reconstruction, or 
reconditioning of other vessels or both to refinance a mortgage insured by the 
Secretary of Commerce on the vessel and to finance the construction, reconstruc- 
tion, or reconditioning of other vessels, subject to the following conditions— 


* * * * * * * 


“(6) the loan agreement for the making of the loan secured by the mort- 
gage, or the mortage, provides that the loan, except such portion thereof as 
it has been agreed will be used to refinance an existing mortgage on the ves- 
sel which has been insured by the Secretary of Commerce, will be disbursed 
by the mortgagee to a [shipbuilder] shipyard in payment, on behalf of the 
mortgagor, of part of the contract price for the construction reconstruction, 
or reconditioning of [a] other vessels contracted for by the mortgagor [which 
has not yet been delivered] ;” 

(3) The introductory sentence of new section 1107 as it appears in S. 1434 
requires that a commitment to insure a standby mortgage be obtained prior to 
the laying of the keel of the vessel to be mortgaged. We can identify no reason 
for this requirement, since the bill does not contemplate that any significant 
determinations as to the amount of the mortgage or the economic soundness of 
the mortgaged properties will be made until later execution of the mortgage and 
the insurance contract. The only consequence of requiring advance commit- 
ments in this fashion will be to force the operator to apply for and the Adminis- 
tration to act upon such a commitment prior to every keel laying even though 
in some cases a later standby mortgage may never be employed. Further, this 
unnecessary requirement would eliminate from eligibility for a standby mort- 
gage all vessels whose keels were laid prior to enactment of the bill. We would 
eliminate the requirement by amending the introductory sentence of new sec- 
tion 1107 in S. 1434 to read as follows: 

“Spo. 1107. The Secretary of Commerce is authorized, upon such terms as he 
may prescribe, to make a commitment to the owner’ or the prospective owner 





1 Under the standard shipbuilding contract, title to the uncompleted vessel during con- 
struction is vested in the prospective operator rather than in the shipyard. 
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of a vessel [prior to the time when the keel of such vessel is laid under a contract 

which such prospective owner has made with the shipbuilder for the construction 

of the vessel,] to insure the interest and the unpaid balance of the principal of a 

mortgage or mortgages which such owner or prospective owner, as mortgagor, 

may at any time place on the vessel * * *” ; 

(4) Under new section 1107 (1) as it appears in S. 1434, a commitment to 
insure a standby mortgage on a vessel is expressly made nonassignable. This 
introduces an inflexibility which may operate to frustrate the recourse to private. 
financing which title XI is designed to encourage and which is in no way neces- 
sary to protect the Government. The necessary flexibility could be obtained, 
and full protection for the Government would be retained, if section 1107(1) 
were amended to read: 

(1) the commitment shall not be assignable, either separately or in con- 
junction with a transfer of the vessel, to successor companies or others, 
without the prior written approval of the Secretary of Commerce ;” 

(5). New section 1107(2) as it appears in S. 1434 would forbid insurance of a 
standby mortgage if the vessel to be mortgaged is subject to a prior uninsured 
mortgage, but it is not clear from the language of the bill whether the vessel 
must be free of a prior uninsured mortgage at the time of insuring of the standby 
mortgage or at the time of the commitment to insure. The former interpreta- 
tion seems adequate to protect the Government and to meet the present require- 
ment of section 1101(a) that mortgages insured under title XI shall qualify as 
preferred mortgages when recorded and endorsed as required by the Ship 
Mortgage Act of 1920. Accordingly, we propose that section 1107(2) be 
amended to read: 

: “(2) the vessel is not, at the time of insuring the mortgage pursuant to 
the commitment, subject to a mortgage which has not been insured by the 
Secretary of Commerce ;” 

(6) New section 1107(8) as it appears in S. 1484 would incorporate the eco- 
nomic soundness test of section 1104(c) of title XI. Since the latter section 
refers to the economic soundness of “the property or project with respect to 
which the mortgage or loan executed,” it is not clear in the standby mortgage 
situation whether that test refers to the ship to be mortgaged or to the ship whose 
construction, reconstruction, or reconditioning is being financed by the mortgage. 
If the language which now appears in brackets in section 1107(3) of S. 1434 were 
to be retained and enacted, it would be clear that the reference is to the economic 
soundness of the ship to be mortgaged. If that language is not to be enacted, we 
recommend that section 1107(3) be amended to read: 

“(3) within a reasonable period prior to, or at the time of, insuring the 
mortgage pursuant to the commitment, the Secretary of Commerce [makes 
the finding required by section 1104(c) of this Act] finds that the mortgaged 
vessel or the project with respect to which the mortgaged vessel is te be 
operated will be, in his opinion, economically sound ;” 

(7) New section 1107(4), as it appears in S. 1434 has several defects: 

(a) It would limit the principal amount of mortgages covered by section 1107 
to an amount “which when added to the unpaid balance of the principal obliga- 
tions of prior mortgages on the vessel” will not exceed 75 percent (or 87% of 
actual cost which, under title XI is the maximum principal amount of any 
mortgage eligible for insurance. If section 1107 is to continue to cover refinanc- 
ing or refunding mortgages, section 1107(4) may impose an unintended obstacle. 
Read literally, it would require that the principal amount of the mortgage to be 
refinanced or refunded be deducted from 75 percent or 8714 percent of actual cost 
in order to fix the principal amount of the refinancing or refunding mortgage. 
Whenever the unpaid balance of the existing mortgage exceeded 3714 percent (or 
43.75 percent) of actual cost, refinancing, or refunding by another insured 
mortgage would be impossible. 

(b) In determining the insurable actual cost of the vessel to be mortgaged, its 
original actual cost is to be depreciated at the rate of 5 percent per annum from 
date of delivery by the shipbuilder regardless of the facts that (i) there may 
have been capital improvements at some time subsequent to original delivery of 
the vessels by the shipbuilder, which improvements should not be depreciated 
from original delivery date, (ii) under 607(b) of the Merchant Marine Act, 1936, 
the useful economic life of a subsidized vessel may, by reason of reconstruction 
or reconditioning, be extended beyond 20 years, and (iii) the useful economic life 
of many unsubsidized vessels is in any event longer than 20 years. 

If section 1107(4) were revised as indicated below, the language first italicized 
would cover (a) above and the language last italicized would cover (b). If all 
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reference to refinancing mortgages were deleted as we have suggested in (1) 
above, the language first italicized would, of course, be unnecessary. 

“(4) the mortgage involves a principal obligation which will not eaceed, 
or, in the case of a mortgage given to finance the construction of other 
vessels will not, when added to the unpaid balance of the principal obliga- 
tions of prior mortgages on the vessel, [result in a sum which will not] 
exceed (a) if the vessel was not built with the aid of construction-differ. 
ential subsidy and complies with the requirements of Section 509 of this 
Act, [exceed] 8714 per centum of the actual cost of such vessel, depreciated 
{lat the rate of 5 per centum per annum from the date such vessel is delivered 
by the shipbuilder] to the date such mortgage is executed on the basis of the 
econamic life of said vessel as determined hy the Secretary of Commerce, 
together with the actual depreciated cost of capital improvements thereon, 
and (b) if the mortgaged vessel was built with the aid of construction 
differential subsidy or does not comply with the requirements of section 509 
of this Act, [exceed] 75 per centum of such amount ;” 

(8) New section 1107(5) as it appears in S. 1434 would limit the maturity 
date on a standby mortgage to a date 20 years after original delivery of the 
vessel by the shipbuilder. If S. 1434 is to apply to refinancing mortgages, this 
provision may conflict with section 1106(3), which limits the maturity of re- 
financing or refunding mortgages to the maturity date of the original mort- 
gage. Insofar as standby mortgages are concerned, subsidized vessels may have, 
and many unsubsidized vessels do have, as indicated in (7) above, a uselul eco- 
nomic life in excess of 20 years. If section 1107(f) were revised to read ag 
indicated below, the language first italicized would deal with refinancing mort- 
gages and the language second italicized would deal with standby mortgages, 
If the reference to refinancing mortgages were deleted from S. 1434 as we have 
suggested in (1) above, the language first italicized would be unnecessary. 

“(5) the mortgage has maturity dates which do not, in the case of a 
mortgage to refinance a mortgage insured by the Secretary of Commerce, 
exceed the maturity dates of the original mortgage, or [exceed the remain- 
ing years of a useful life of the mortgaged vessel of 20 years computed from 
the date the vessel was delivered by the shipbuilder], in the case of a mort- 
gage to finance the construction, reconstruction, or reconditioning of other 
vessels, extend beyond the economic life of the mortgaged vessel as deter- 
mined by the Secretary of Commerce ,;”’ 

(9) New section 1107(6) as it appears in §S. 1434 is defective in several 
respects : 

(a) It requires that all proceeds of a standby mortgage be disbursed directly 
by the mortgagee to the shipbuilder despite the facts that: (i) It is desirable that 
the owner retain some flexibility in the timing of his mortgage: in order to get 
the best interest rate, it may be most provident to enter into the mortgage before 
any payments are due the shipyard or, indeed, before execution of the construc- 
tion contract. (ii) In any event, payments are made to the yard progressively 
on thé basis of work accomplished and the final payments to the yard will not 
be due until sometime after completion of the ship being financed by a standby 
mortgage. (iii) Section 1101(f) of title XI now recognizes as a legitimate part 
of the actual cost of construction, reconstruction, or reconditioning the costs of 
“designing; inspecting, outfitting, and equipping” and many of these costs are not 
payable to the shipyard. That is true of the costs of both designing and owner’s 
outfit, which are purchased elsewhere, and of the owner’s own inspection costs 
for which he will be entitled to reimbursement, with the approval of the Admin- 
istration, from the proceeds of the standby mortgage. (iv) The owner may in 
many instances pay part of actual cost in advance of execution of the standby 
mortgage and would then be entitled, with the approval of the Administration, 
to reimbursement from the proceeds of the mortgage. All such reimbursement 
of the owner is now recognized as proper by section 1104(a) (8) of title XI, 

(b) It also provides that the payment to the shipyard shall be “in payment 
* * * of part of the contract price.” This language is not apt for the situations 
where several existing ships are mortgaged to finance the entire contract price 
of one new ship, or where one large existing ship is mortgaged to finance the 
entire contract price of a smaller new ship. 

We doubt the need of any such statutory restriction on the use of insured 
mortgage proceeds. None is now contained in title XI and the matter is governed 
by the Administration’s regulations and by the financing documents covering 
each separate mortgage transaction. 
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If any restriction is to be imposed, however, the Government would be better 
protected by a requirement that the proceeds of the standby mortgage be either 
(1) paid to the shipyard, or (2) in the case of a subsidized operator, deposited 
in his capital reserve fund, withdrawals from which are subject to Administra- 
tion approval, or (3) in the case of a subsidized or a nonsubsidized operator, 
deposited in a fund from which withdrawals can be made only with the approval 
of the Secretary of Commerce. 

Accordingly, we recommend that section 1107(6) be deleted or, if not deleted, 
be amended to read: 

“(6) the loan agreement for the making of the loan secured by the 
mortgage, or the mortgage, provides that the loan, except such portion 
thereof as it has been agreed will be used to refinance an existing mortgage 
on the vessel which has been insured by the Secretary of Commerce, will 
either be (a) disbursed by the mortgagee to a [shipbuilder] shipyard [in] 
as payment, on behalf of the mortgagor, [of part] on account of the contract 
price for the construction of a vessel contracted for by the mortgagor which 
has not yet been delivered, or (b) to the extent not so disbursed, shall be 
(i) deposited in a fund from which disbursements may be made only with 
the written approval of the Secretary of Commerce, or (ii) in the case of 
a morigagor receiving operating differential subsidy under the provisions 
of this Act, deposited in the mortgagor’s capital reserve fund;” 

(10) New section 1107(8) as it appears in S. 1434 requires that the vessel 
on which a refinancing or standby mortgage is placed be “in as good condition 
as it would have been if it had been mortgaged immediately after delivery by 
the shipbuilder (and remained subject to such mortgage until the date of execu- 
tion of this mortgage) and such mortgage had been insured by the Secretary of 
Commerce, and all requirements of the Secretary of Commerce with respect to a 
vessel on which he has insured the mortgage had been complied with.” This 
language could be construed to impose the impossible requirement that the 
vessel be as good as new when the refinancing or standby mortgage is executed. 
We understand that its purpose, however, is to require the vessel to be in as 
good condition at the time of execution of the refinancing or standby mortgage 
as it would have been if the owner had from time of original delivery by the 
shipbuilder complied with the requirements imposed under title XI for mainte 
nance and repair of vessels which were at delivery covered by insured mortgages. 
In the case of a refinancing mortgage, this requirement seems unnecessary 
and productive only of confusion. In the case of a standby mortgage, some re- 
quirement may be necessary, but this one is still confusing: The requirements 
for vessel maintenance and repair imposed by the Secretary under title XI are 
not embodied in the statute or the regulations, but are written into the financing 
documents for each insured mortgage transaction. Since there would have been 
no original insured mortgage in the usual case of a standby mortgage, this re- 
quires the Secretary to measure the condition of the vessel at the time of the 
standby transaction by the hypothetical requirements of a nonexisting prior 
insured mortgage. We believe that the Government would be better protected, 
and confusion would be avoided, if section 1107(8) were amended to read: 

“(8) the mortgaged vessel is in as good condition, ordinary wear and tear 
excepted, as it [would have been in if it had been mortgaged] was im- 
mediately after delivery by the shipbuilder [(and remained subject to such 
mortgage until the date of execution of this mortgage) and such mortgage 
had been insured by the Secretary of Commerce, and all requirements of 
the Secretary of Commerce with respect to a vessel on which he has 
insured the mortgage had been complied with].” 

(11) S. 1457 deals with one problem, apart from the standby mortgage situ- 
ation, not dealt with by S. 1434. Section 1104(a) (2) of title XI now provides 
that the principal amount of a mortgage to be insured shall not exceed 75 
percent of the actual cost of the vessel. It contains a proviso, however, author- 
izing insurance of a mortgage whose principal amount does not exceed 8714 
percent of actual cost in the case of a vessel of the size and speed eligible for 
an 8714-percent Government mortgage under section 509 of the Merchant Marine 
Act, 1936. As previously indicated, title XI authorizes insurance of mortgages 
not only to finance new construction, but also to finance reconstruction or re- 
conditioning. And it is clear from section 1101(f) that an 87%%4-percent 
insured mortgage was intended to be available for reconstruction or recondi- 
tioning whenever it would be avilable for new construction. Since section 509 
authorizes an 8714-percent mortgage only for purposes of new construction, 
however, it is doubtful whether the language in the proviso of section 1104 
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(a) (2) is adequate to effectuate the intent of section 1101(f). S. 1457 woula 
eorrect this deficiency. We suggest a similar correction be embodied in an 
additional section 5 of S. 1434 reading as follows: 

: “(5) by revising the first clause of the proviso of section 1104(a) (2) to 
read: ‘That in the case of a vessel, the size and speed of which are approved 
by the Secretary of Commerce, and which is, or in the case of a vessel to be 
reconstructed or reconditioned would have been, eligible for mortgage aid 
jor construction under section 509 of this Act and in respect of which the 
minimum downpayment by the mortgagor required by that section would 
be 12% per centum of the cost of such vessel, the obligation may be in an 
amount which does not exceed 8714 per centum of such actual cost ;’ ” 

7 aer note one typographical error and three probably desirable changes 

in Ss. oes 

(1) The typographical error occurs in clause (1) in the proviso to section 
1101(f) (2) of title XI as amended by section 1 or S. 1457. Clause (1) of the 
proviso should be amended to read: 

(1) as insurance on a loan, or on a mortgage to finance the construc- 
tion, reconstruction, or reconditioning of the vessel mortgaged, the amount 
paid by or for the account of the [mortgaged, the amount paid by or for 
the account of the] mortgagor or borrower for the construction, recon- 
struction, or reconditioning (including designing, inspecting, outfitting, 
and equipping) of the vessel ;” 

(2) If, as indicated in paragraph (6) of our comments on S. 1434, the eco- 
nomic soundness test of section 1104(c) of title XI is to apply, in the case of 
a standby mortgage, to the vessel mortgaged rather than to the vessel whose 
construction, reconstruction, or reconditioning is to be financed by the standby 
mortgage, section 1104(c) as amended by section 5 of S. 1457 should be amended 
to read: 

“(e) No. commitment to insure a mortgage or loan shall be made by the 
Secretary of Commerce unless he finds, at or prior to the time such commit- 
ment is made, that the mortgaged vessel or the vessel whose construction, re- 
construction or reconditioning [project] is being financed by the [mortgage or 
the] loan, or the project with respect to which such vessel is to be operated, 
will be, in his opinion, economically sound, and no mortgage or loan, unless 
made pursuant to a prior commitment, shall be insured unless the Secretary of 
Commerce finds, at or prior to the time the insurance becomes effective, that 
the mortgaged vessel or the vessel whose construction, reconstruction, or recon- 
ditioning [project] is being financed by the [mortgage or the] loan, or the 
project with respect to which such vessel is to be operated, will be, in his opinion, 
economically sound.” 

(3) Section 3 of S. 1457 in its amendment of section 1104(a) (3) of title XI 
would require the Secretary to determine at the time the standby mortgage 
is executed 100 percent of the actual cost of the vessel or vessels whose con- 
struction is to be financed. In fact, no such determination can be made at that 
time and the requirement would produce administrative difficuilties. In this 
respect we believe that S. 1434, which limits the amount of the standby mort- 
gage to 75 percent (or 8714 percent) of the depreciated actual cost of the vessel 
or vessels mortgaged, without regard to the actual cost of the vessel or vessels 
to be constructed, represents a preferable approach. Accordingly, we would 
amend section 1104(a) (3) as it appears in S. 1457 to read before the proviso 
as follows: 

“(3) shall involve an obligation in a principal amount which in com- 
bination with other mortgages to finance the construction, reconstruction, 
or reconditioning, does not exceed [the lesser of] 75 per centum of the 
actual cost of the vessel or vessels mortgaged [or 100 percentum of the 
actual cost of the vessel or vessels whose construction, reconstruction, or 
reconditioning is financed under this title], such actual cost to be deter- 
mined by the Secretary of Commerce at or prior to the execution of the 
mortgage and such determination to be conclusive for the purposes of 
determining the principal amount of the mortgage :” 

(4) As indicated in paragraph (9) of our comments on S. 1434, we do not 
believe any restriction upon the proceeds of a standby mortgage is necessary. 
If a restriction is to be imposed, however, or if the authority to deposit such 
proceeds in capital reserve funds is thought to require clarification, we would 











uld 
an 


) to 
ved 
) be 
aid 
the 
uld 

an 


izes 


tion 
the 


ruc- 
unt 
for 
-0n- 
ing, 


eCO- 
> of 
lose 
dby 
ded 


the 
nit- 


> or 
ted, 
less 
y of 
hat 
-on- 
the 
ion, 


age 
con- 


this 
ort- 
ssel 
sels 
yuld 
viso 


om- 
ion, 
the 
the 
, or 
ter- 
the 
3 of 


not 
ary. 
such 
ould 


STANDBY MORTGAGE LEGISLATION 19 


amend new section 1104(a)(2) as added by section 2 of S. 1457 to read as 
follows: 

“(2) shall (i) cover a vessel or vessels whose construction, reconstruc- 
tion, or reconditioning is financed under this title; or shall (ii) cover any 
vessel or vessels owned by the mortgagor to aid in financing the construc- 
tion, reconstruction, or reconditioning of another vessel or vessels by the 
mortgagor, in which event the proceeds of the mortgage, will either be 
(a) disbursed by the mortgagee to a shipyard as payment, on behalf of the 
mortgagor, on account of the contract price for the construction of a vessel 
contracted for by the mortgagor which has not yet been delivered, or (b) to 
the extent not so disbursed, shall be (i) deposited in a fund from which 
disbursements may be made only with the written approval of the Secre- 
tary of Commerce, or (ii) in the case of a mortgagor receiving operating 
differential subsidy under the provisions of this Act, deposited in the 
mortgagor’s capital reserve fund;” 

Senator Eneie. Thank you very much. Now does that complete 
the testimony by the industry except for questions ? 

Mr. Purvon. Yes. I would merely like to add, if I may, that I 
know this legislation has complete industry support from all other 
steamship associations and if counsel does not now have it, I am con- 
fident he will have letters from the American Merchant Marine 
Institute and Pacific American Steamship Association. Combined 
with our own group I think that represents 98 percent of the Ameri- 
can-flag steamship industry. 

I would also like to ask your permission, Mr. Chairman, for 
Mr. Ewers, to either file his statement or supplement what he has 
already said. 

Senator Eneie. Yes, I was going to call on Mr. Ewers again. 

Mr. Ewers. I have only a one-page double-spaced statement. Per- 
haps it would be better if I just read it. 

‘Senator Enete. You may proceed. 


STATEMENT OF IRA EWERS, COUNSEL, MOORE-McCORMACK LINES 
OF NEW YORK 


‘Mr. Ewers. Still speaking for Moore-McCormack Lines, in finane- 
ing of its share of the $6,500,000 replacement program, Moore- 
McCormack must use such of its own reserve funds as remain avail- 
able. These can be depleted by operating losses as well as by pay- 
ment for prior built vessels. The remainder Moore-McCormack 
must borrow. 

In such a financing program Moore-McCormack must avoid, if pos- 
sible, borrowing before the need is imminent and thus avert heavy, un- 
necessary debt load. At the same time Moore-McCormack must be 
financially able and prepared to pay its share of the construction costs 
as they become due. It must be sure that at any time when moneys 
become due, it has ships which are eligible security for title XI 
mortgages and not ships which are ineligible because of the stage of 
their construction and are therefore either too old or too young, which 
well they might be under existing law and recent regulation. 

The proposed legislation merely continues the period of their eligi- 
bility so that such vessels are security for such title XI mortgages 
even after their construction and completion. The contrary concept 
that only new and/or incomplete structures are legal security for loans 
as has been pointed out by other industry witnesses would be need- 
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lessly peculiar to the shipping industry and frustrating to the extent 
of its impact. 

Thank you, sir. 

Senator Enetz. Thank you very much, Mr. Ewers. Without objec- 
tion, the letter dated March 24, 1959, from the Pacific American 
Steamship Association addressed to the chairman of the full commit- 
tee, Senator Magnuson, signed by J. Monroe Sullivan, the vice presi- 
dent, supporting the provisions of S, 1457 will be made a part of the 
record as will the letter from the American Merchant Marine In- 
stitute, Inc., dated March 24, 1959, signed by Mr. Alvin Shapiro, the 
vice president, addressed to Senator Warren G. Magnuson, the chair- 
man of the full committee. That will also be made a part of the 
record. This communication supports the provisions of S. 1457. 

(The documents referred to are as follows :) 


AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D.C., March 24, 1959. 
Senator WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, U.S. Senate, 
Washington, D.C. 


Deak SENATOR MAGNusON: The American Merchant Marine Institute, a trade 
association representing a preponderance of American-flag shipping, supports 
S. 1457 which has been referred to your committee for consideration. 

We concur in the basic principles of this proposed legislation, as it would as- 
sist materially in the vessel improvement and replacement programs of U.S. 
shipowners. The bill would authorize the Secretary of Commerce to insure 
mortgages which, though now given only to finance construction, reconstrue- 
tion, or reconditioning, may be placed on vessels other than those under con- 
struction, reconstruction, or reconditioning. This would provide the flexibility 
necessary to enable the owner to make the most economical use of his own funds 
and to select, within the limits of his resources, the most favorable time to re- 
sort to private borrowing. 

Under existing legislation, the shipowner’s only opportunity to raise money 
on a given vessel by a mortgage insured under title XI is confined to the time 
when the vessel is under construction, reconstruction, or reconditioning. The 
effect of this restriction frequently is to force him to obtain private financing 
at a time when interest rates are high. The restriction in some cases results 
in an economic loss to the American merchant marine and, consequently, to the 
Government. Conversely, the granting of express authority to allow insurance 
on mortgages covering existing vessels to aid in financing the construction, re 
construction, or reconditioning of additional vessels would under certain circum- 
stances enable considerable savings of interest to be effectuated, the benefit of 
which would inure to the American merchant marine and, consequently, to the 
Government. 

Concerning S. 1434, which also would amend title XI, we consider it to be un- 
necessarily restrictive, and therefore considerably less desirable than S. 1457. 
Since industry witnesses will present in detail the arguments in support of 
S. 1457 and the objectionable features of S. 1434, we will not burden the record 
with a separate statement setting forth all of the points in support of S. 1457 
and those in opposition to S. 14384. 

We respectfully urge your favorable consideration of S. 1457, and ask that 
this letter be incorporated in the record on these bills. 

Sincerely, 
ALvIn SHapriro, Vice President. 


Paciric AMERICAN STEAMSHIP ASSOCIATION, 
Washington, D.C., March 24, 1959. 


Hon. WARREN G. MAGNUSON, 
Chairman, Senate Interstate and Foreign Commerce Committee, 
Washington, D.C. 

Dear SENATOR Maanuson: The Pacific American Steamship Association rep- 
resenting a large majority of American-flag ship operators on the Pacific coast 
endorses and supports S. 1457, a bill introduced by you and Senator Engle to 





3 
an 


— 


Spe te 


I 


on 








n- 
7. 
of 
rd 
57 


at 


ist 


STANDBY MORTGAGE LEGISLATION 21 


provide greater flexibility in private financing of ship construction. This bill 
as enacted would benefit subsidized and unsubsidized operators, both of whom 
are represented in our membership. It would further implement the basic 
objectives of title XI of the Merchant Marine Act of 1936. 

The purpose of this legislation is to provide a better opportunity for the 
prudent management of financing for steamship operators who finance con- 
struction under the provisions of title XI. This is accomplished by the simple 
device of permitting an operator to pay cash for his ship when interest rates 
are high and mortgaging it later to finance new construction when interest 
rates are more favorable. Thus being enabled to choose the best time for his 
porrowings, he can reduce interest costs with obvious advantage, and, in the 
case of subsidized operators, the potential savings in interest costs would be 
reflected in increased recapture by the U.S. Government. 

For these reasons, the members of our organization respectfully urge your 
committee to act favorably upon §S. 1457. 

Very truly yours, 
J. MONROE SULLIVAN, Vice President. 


LABOR-MANAGEMENT MARITIME COMMITTEE, 
Washington, D.C., March 238, 1959. 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
US. Senate, Washington, D.C. 

DEAR SENATOR MAGNUSON: We desire to record our support of S. 1457, a bill 
to amend title XI of the Merchant Marine Act, 1936, as amended. 

This bill, if enacted into law, will facilitate the financing of new ship con- 
struction. In so doing, it will aid in achieving the goal of retiring older ships 
which are approaching the period of obsolescence and will provide the Nation 
with newer, faster, and more efficient ships. This in turn will strengthen the 
national defense. 

The bill will give the steamship lines more flexibility in their financing 
program by permitting them to take advantage of the fluctuation of interest 
rates for shipbuilding purposes. 

In doing so, both the steamship lines and the Government stand to benefit in 
the possible reduction of overall shipbuilding costs. Thus on the one hand, 
such costs may be reduced to those financing the construction, while at the same 
time benefiting the Government in the sudsidy recapture processes. 

We have refrained from specific discussion of the various detailed facets of 
the bill as such coverage will be handled by those scheduled to appear in 
testimony before your committee. 

We support S. 1457. 

Respectfully, 
EARL W. CLARK, 
Hoyt 8S. Happock, 
Codirectors. 


Senator Eneie. Now prior to discussing amendments or questions, 
if we could get the testimony and initial statement of Mr. Morse in 
the record I think we would be in a position to consider what we ought 
to do with these bills. 

Mr. Morse, would you care to come forward and present your state- 
ment? We are glad to have you here, Mr. Morse, and are pleased to 
have your statement. 

Mr. Morse. Thank you. I apologize for being late, but I was 
requested by Congressman Kelly to participate in a TV program. 
That explains my lateness. 

I have with me Mr. Eugene Ackerson, our legislative counsel, and 
Mr. William Burchill, who is in the office of our legislative counsel. 
They are prepared to speak on technical details of this bill but I have 
& prepared statement which, if you concur, I would like to read into 
the record. 


38672—59——-4 
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Senator ENcie. We will be glad to have you do that. 

But, first, without objection, a telegram from Mr. L. R. Sanford, 
Shipbuilding Council of America, dated March 23, 1959, addressed 
to Senate Magnuson, chairman of the full committee, will be made 
a part of the record at the same place in the record as the preceding 
communications. 

This telegram states that the council desires to go on record in favor 
of the objectives of both bills, but suggests that in S. 1434 the phrase 
“when the keel of such vessel is laid,” in proposed new section 1107, 
be deleted as too inflexible, and insert a date certain therefore, tied to 
either the date of contract or date of delivery. 

Without objection, the telegram will be made a part of the record. 

(The telegram referred to is as follows :) 

SHIPBUILDERS COUNCIL OF AMERICA, 
New York, N.Y., March 28, 1959. 
Hon. WARREN G. MAGNUSON, 


Chairman, Senate Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D.C.: 


Council understands that the Merchant Marine Subcommittee is holding hear- 
ings March 24, 1959, on S. 1434 and S. 1457. 

Council desires to go on record as in favor of the objective of both bills, but 
suggests that in 8S. 1484 the phrase “when the keel of such vessel is laid’ in pro- 
posed new section 1107 be deleted as too flexible and uncertain and that a date 
certain be substituted therefor tied in to either date of contract or date of 
delivery. 

L. R. SANFORD. 

Senator Eneir. Now, Mr. Morse, we would be glad to have you 
read your statement, if you desire. 

Mr. Morsr. Thank you. 


STATEMENT BY CLARENCE G. MORSE, MARITIME ADMINISTRATOR, 
ON BEHALF OF THE DEPARTMENT OF COMMERCE AND THE MARI. 
TIME ADMINISTRATION 


Mr. Morse. You have before you two bills designed to accomplish 
a similar purpose, which we favor. I repeat, we favor the purpose 
of both bills. One bill is a bill submitted by the Secretary of Com- 
merce, with the clearance of the Bureau of the Budget, S. 1434. The 
other, S. 1457, is, I believe, the same text as a bill—H.R. 8129, 85th 
Congress—passed by the House of Representatives in 1958, but not 
acted on by your committee at the close of the session in 1958. A short 
hearing was held on it, August 12, 1958, just before the adjournment 
of Congress. Certain problems of language remained for con- 
sideration at that time. We prefer to make our statement on S. 
1434, which has the clearance of the Bureau of the Budget, and con- 
sideration of which bill, I believe, bring out the essential issues for 
committee consideration. 

Inasmuch as title XI is a complicated and technical statute, dealing 
as it does with private financing of ship construction and with Gov- 
ernment insurance of such financing, the bill units in one new section 
of title XI the provisions relating to the proposed additional mort: 
gage insurance, in the interest of clarity in handling this additional 
mortgage and insurance procedure in relation to existing procedures, 
and avoiding the confusion resulting from amendments scattered 
throughout the title. 
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The bill, S. 1434, would amend the Merchant Marine Act, 1936, 
as amended, by inserting in title XI, Federal ship mortgage insurance, 
of that act a new section 1107. 

This new section would permit the prospective owner of a vessel 
that is to be constructed to delay placing a mortgage on the vessel 
until sometime after the vessel has been delivered by the shipbuilder, 
without losing his privilege of having the mortgage insured by the 
Secretary of Commerce under title XI. This insurance procedure 
would be available both to subsidized and to unsubsidized operators. 

I might interpolate at the moment to say that our present admin- 
istrative rules will permit a deferment of 1 year after the delivery of 
the ship in the placement of the mortgage on the ship, provided the 
operator has obtained from us a letter of commitment prior to the 
delivery of the vessel. 

The new section would enable the prospective owner to save interest 
on financing construction programs, and would reduce the period 
of time during which the Secretary of Commerce is under risk with 
respect to the mortgage. 

An operator who plans to replace his existing fleet by new con- 
struction that will be built at staggered intervals over a period of 
years may have sufficient money on hand to pay in full for the first 
ship. Under existing law, however, if he does this, he will not later 
be able to mortgage the vessel and obtain Government insurance 
of the mortgage in order to obtain the downpayment on future vessels. 

The problems may be simply stated. An operator with $10 mil- 
lion who has a fleet of four ships, with a replacement program calling 
for a new ship at 3-year intervals at a cost of $10 million each spends 
the $10 million to pay for the first ship. However, when the financ- 
ing of construction of the first ship is accomplished without resort to 
an insured mortgage, the first ship is not available as security for an 
insured mortgage to finance the construction of a second or third ship. 
The construction financed by mortgage insured under title XI is con- 
struction of the ship serving as security for the mortgage. In other 
words, the insured mortgage is to finance the construction of the ship 
mortgaged, not some other ship. Thus, to finance his replacement 
program, the operator cannot use his fund to pay in full for the 
first ship, but must use his fund to make the maximum downpayment 
on each ship ($214 million if he receives construction differential 
subsidy) and must mortgage each ship as it is constructed so that 
the mortgage will be eligible for Government insurance. 

This situation unduly restricts the operator in arranging his 
financing, makes the financing more expensive to the operator than 
is necessary, and keeps the United States under risk on the mortgages 
for a longer period than is necessary. 

The draft bill would remedy this situation by authorizing the Sec- 
retary of Commerce to make a commitment to the vessel operator 
before the keel on the first vessel is laid, to insure any eligible mort- 
gages such operator, as mortgagor, may place on the vessel at any 
time during the life of the vessel to obtain the downpayment on other 
vessels. The foregoing authorization is subject to conditions which 
will keep the substance of the mortgage insurance transaction the 
same as it is under existing law, except that the placing on the vessel 
of the mortgage that is to be insured would be delayed until such 
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time as the operator needs the money to make the downpayment on 
other vessels. 

Under the provisions of title XI, the Secretary of Commerce does 
not insure a mortgage on a vessel unless he finds that the vessel or the 
projected oper: ation is economically sound, and unless the mortgage 
secures a loan made to finance construction of the vessel, and com- 
plies with a series of limitations and requirements: fixing the amount 
of the mortgage in ratio to the actual cost of the vessel (75 or 871% 
percent) ; as to responsibility of the mortgagee and mortgagor in re- 
lation to mortgage and the mortgaged pr operty ; ; as to satisfactory 

maturity dates but not exceeding 20 years; for amortization provisinus 
requiring periodic payments by the mortgagor and application thereof 
to the principal ; limiting rates of inter est on the legal obligation se- 
cured by the mortgage to a normal maximum of 5 percent; as to con- 
struction, maintenance, and operation of the vessel; all matters per- 
tinent to the security; and time of payment by the mortgagor or the 
mortgagee of the insurance premiums. 

Under the bill, all of the foregoing requirements would have to be 
met at the time the mortgage is to be insured, except (1) the require- 
ment that the mortgage serves as security for a loan to finance con- 
struction of the vessel mortgaged, (2) that fixes ratio of amount of 
loan to actual cost (75 or 8714 percent), and (3) the provision as to 
maturity dates. In addition, however, the following requirements 
would have to be met: (1) The vessel is free from any mortgage ex- 
cept one insured by the Secretary of Commerce; (2) the principal 
obligation of the mortgage to be insured shall not exceed an amount 
which when added to the unpaid balance of the principal obligations 
of prior mortgages will exceed 8714 or 75 percent, as the case may be, 
of the actual cost of the vessel depreciated at the rate of 5 percent per 
annum from the date the vessel was delivered by the shipbuilder to the 
date the mortgage is executed; (3) the mortgage has maturity dates 
which do not run beyond 20 years from the date the vessel was deliv- 
ered by the shipbuilder ; ; (4) the purpose of the loan secured by the 
mortgage is to finance the construction of other vessels or both to 
refinance a mortgage on the vessel which is insured by the Secretary 
of Commerce and to finance the construction of other veessels; (5) the 
loan agreement for the making of the loan secured by the mortgage, 
or the ‘mortgage provides that “the loan, except such portion as it has 
been agreed will be used to refinance a mortgage on the vessel which 
has been insured by the Secretary of Commerce, will be disbursed by 
the mortgagee to a shipbuilder in payment, on behalf of the mort- 
gagor, as part of the contract price for the construction of a vessel 
contracted for by the mortgagor which has not yet been deliver ed; and 
(6) the vessel is in as good condition as it would have been in if it 
had been mortgaged and insured under usual procedure and the mort- 
gagor had in fact complied with all of the requirements of the Secre- 
tary of Commerce with respect to a vessel on which he has insured the 
mortgage. 

Under the draft bill, therefore, the risk to the United States under 
the insured mortgage js less than it is under existing law, both in 
amount and duration. 

Under existing law, if an operator has (1) a fleet of four vessels, 
(2) plans to replace one each at 3- -year abevels at a cost of $10 mil- 
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lion each, and (38) a fund of $10 million to finance such replacement, 
he must mortgage each vessel as it is delivered by the shipbuilder if 
he wishes to obtain Government mortgage insurance. Each vessel, 
therefore, would be subject to an insured mortgage for a period of 
20 years. 

Under the draft bill, the operator could pay for the first vessel in 
full, obtain a mortgage commitment from the Secretary of Commerce, 
and mortgage the vessel later on to obtain all or part of the down- 
payment on the other three vessels. If he mortgages the vessel in the 
amount of $214 million at the end of 3 years to obtain the downpay- 
ment on the second vessel, and again at the end of 6 years in the 
amount of $214 million at the end of 3 years to obtain the downpay- 
ment on the second vessel, and again at the end of 6 years in the 
amount of $214 million to obtain the downpayment on the third vessel, 
then at the end of 9 years he will be able to mortgage the vessel only 
in the amount of $250,000, because 75 percent of the depreciated actual 
cost of the vessel at the end of 9 years would be $4,125,000, and the 
unpaid principal balance of prior mortgages would be $3,875,000. 

Now, Senator, I again repeat, industry and the Administration are 
in agreement as to the objectives sought by both bills. We cannot 
support the details of the bills proposed by industry. When this 
matter was under consideration last year industry had two major 
objections to the bill which we had sponsored. One was that the mort- 

age could not be deferred for a period beyond 5 years from the time 
the vessel was delivered. We have eliminated that objection so that 
there is no time limit now on the deferral period. 

The other objection they made last year was that we had proposed 
that the ceiling on the mortgage be either the depreciated book value 
on a 20-year basis, or the then market value of the vessel, whichever 
was the lower. They objected to that because ship values may fluc- 
tuate and the fluctuation should not affect their borrowing capability. 

We have corrected that objection. 

So we feel that our bill does meet the major objections they had to 
the bill which we had proposed last year. 

Now, we have a number of technical objections to their bill which 
we would ask that we be permitted to answer by a letter for submission 
in the record. It will be rather voluminous in order to answer the 
technical objections, but I don’t think you wish to go into those details 
at this time. 

But there are two major objections we have to S. 1457. One is that 
it is broad enough to permit the placement of an insured mortgage 
on any existing vessel, irrespective of whether it is 1 year old or 20 
years old or 19 years old. We think that is not what is contemplated 
or desired by the operators, but their bill is broad enough to permit 
that. 

Secondly, the ceiling on the mortgage under this proposal could be 
either the building cost or the price paid by the operator. 

Now if they paid an inflated price which may have no direct bear- 
ing on either the mortgage value or the depreciated book value, depre- 
ciated from the delivery date, we think we would have insufficient 
security for the mortgage. 

Now those are the two major objections. 

If there are any detailed matters you wish to discuss, Mr. Burchill 
or Mr. Ackerson is here. 
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Senator Enate. Is that Mr. Burchill? 

Mr. Morse. Mr. Burchill isto my left, sir. 

Senator Enetz. Now we are down to this point: 

Everybody agrees that the objectives of this legislation are sound. 
We have two bills before us, and they are different. We have to decide 
which bill we ought to enact or which bill we ought to amend. 

Let me start with Mr. Countryman over here. 

Mr. Countryman, would you care to state in general terms just what 
the differences between these two bills is? 

Mr. Countryman. Aside from the one I mentioned before, which 
we believe is the matter of substance, Mr. Chairman, we believe—— 

a Enate. Let’s stop right there and get Mr. Morse’s comment 
on that. 

Mr. Morss. That matter of substance is a “peanut” item. 

Senator Encore. Well, restate it, Mr. Countryman so we will know 
what we are talking about when somebody reads the record. 

Mr. Morse. When I say it is a “peanut” item, they are talking about 
deferring placement of a mortgage not only for the construction of a 
new ship but for the conversion of a ship. 

Now, we think that the conversion costs are going to be relatively 
small, so we think this is a minor problem rather than one of the 
major objectives of this bill. 

The conversion costs are going to be comparatively small compared 
to new construction costs. 

Senator Enete. But Mr. Countryman’s point was this goes a little 
beyond the technicalities because it related to the management of re- 
construction or reconditioning rather than construction of a new ship. 
Is that right ? 

Mr. Countryman. That is right, Mr. Chairman. In most cases con- 
version will be a small item, but conversion of cargo vessels for con- 
tainerization features will involve large amounts, so recourse to the 
provision would be highly desirable. 

We know that title 1X in its present form does extend not only to 
new construction but also to conversions, and we would simply per- 
petuate that form when the standby mortgage feature is added. 

Senator Enerr. Mr. Morse, would you object to the inclusion of 
it in the bill, even though you regard it as minor in character? In 
other words, is it warranted and sound ? 

Mr. Morse. I can best answer it by saying we have had our bill 
cleared through the Bureau of the Budget. They took exception to a 
number of these items that are now included in the industry bill last 
year. I would not anticipate that they would approve items of this 
character, so I think if we are being realistic here, if we want to get a 
bill enacted this session, it would be desirable for industry to accom- 
modate their thinking as much as they can do so to the bill for which 
we know we can get support from the Bureau of the Budget. 

Senator Encore. All right. 

I think the record clearly indicates what this is about and what the 
factors are. 

Now, Mr. Countryman, what are these other amendments that are 
technical in nature? 

Mr. CountryMAN. Let me give you an example. 
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Mr. Morse mentioned a provision in the Department bill as to a 
standby commitment; that the vessel at that time, say, 5 years after 
its delivery, is in as good a condition as it would have been in if a title 
IX mortgage had been placed on it at delivery and it had then been 
maintained in the manner required by such a title [X mortgage. 

That sort of requirement seems to us unworkable because there was 
no original mortgage; there was only a hypothetical mortgage. 
There are only hypothetical requirements to be complied with. Those 
requirements are not written into the statute, they are not written into 
the administrative regulations. In any given case you go to the mort- 
gage and perhaps to the contract of insurance to find out what they 
are. But here we have only a hypothetical mortgage and a hypo- 
thetical contract of insurance, and we don’t see how such a require- 
ment can be enforced. 

In that particular instance, we suggested that the Commerce De- 

artment bill be amended to say that the vessel is in as good a con- 

ition, ordinary wear and tear excepted, as it was at time of delivery. 
That seems to us a perfectly comprehensible standard, one that is a 
familiar one in this industry and one which we can all understand. 

Senator Enexe. Do you or your associates have any comment on 
that, Mr. Morse ? 

Mr. Morse. I don’t think there is any substantial difference in our 
thinking. They use different words from those which we use. 

We would expect the vessel to be in class with no outstanding re- 
quirements by the American Bureau of Shipping; that it be adequate- 
ly maintained in good high-quality standards. 

Now, aside from the question of mortgaging, of obtaining insur- 
ance on the mortgage, if they were to attempt to place a mortgage 
on a ship privately, the lender bank would insist the vessel meet the 
same standards we are asking for, and that they are proposing that 
the vessel meet. 

They are just using different words from us. 

Mr. Purpvon. As Mr. Morse says, there is no issue here, Mr. Chair- 
man, as between industry and the Maritime Administration. 

Our only purpose in pointing this up is that we have to deal with 
lenders who might take a different view than either of us do, and so 
= wanted it to be very specific and clear and understandable for 
them. 

I would like to go further and say that, as Mr. Morse has indicated, 
both the Administration and the industry are in complete agreement 
on the purposes, and I know the industry feels that Mr. Morse and the 
staff have been most accommodating in joining with us in getting this 
kind of legislation. The differences are differences of language, in- 
terpretation, and in some places rather technical. 

Mr. Countryman had one other point, sir, I think he wanted to 
stress, 

Senator Encte. Let’s dispose of this one first. 

Would you object to the inclusion of the language suggested by 
Mr. Countryman or would you object strenuously, Mr. Morse? Let 
me put it this way: If the language was included and an explanatory 
statement was put in the record so that it was apparent we were talk- 
ing mnout the same thing but using different words, would that help 
0 cure it ¢ 
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We have to get down to a bill eventually. ; 

Mr. Morsre. We would like to check it out a little bit more fully, 
and we will get a letter in to you tomorrow, if that would be ac- 
ceptable to you, Senator ? ; 

Senator Kneis. That would be all right. 

What I am trying to do is get the two views together. 

Now, if there is some point on which we completely split the blanket, 
then we ought to identify those and know their importance. If they 
rise to the degree where they endanger the bill, then we ought to think 
about them very seriously. } 

Mr. Morse. [ think this is a minor question of language only, Sena- 
tor. But all of these things have ramifications, and 1 would prefer 
not to say offhand that we will accept theirs, and offhand, I don’t sup- 
pose they would accept ours. ; 

Senator Enewe. Instead of trying to work this out before the com- 
mittee, is there any way, Mr. Morse, that your experts and those of 
the industry could get together, go down through these amendments 
and try to arrive at an agreed bill? Then, when you isolate the things 
that you can’t agree on, it will be necessary for the committee to weigh 
the importance of those, with reference to the practical problems of 
getting legislation as rapidly as possible. 

Could that be done ? 

Mr. Morsr. We have met with industry people, and we will be 
pleased to meet with them again. But we cannot agree on anything 
and so advise you unless we have first cleared it with the Bureau of 
the Budget. 

Senator Eneue. I understand that. But perhaps you could give us 
some guidelines as to those things which are dangerous to the progress 
of the bill and those which are not. ‘There are some, I believe, and you 
mentioned one just a minute ago regarding the reconditioning of these 
vessels. This is a provision of substance, at least sufliciently of sub- 
stance that you think you might have difficulty at the Bureau of the 
Budget on it. 

There are other matters that plainly involve language rather than 
substance, and it would be very helpful to the committee if both sides 
could come toagreement. In the event that you can’t completely agree 
on language, we can always establish the legislative history of what 
we are talking about by putting it in the report. It would help peo- 
ple like Mr. Porter, in the financing business, who look at this legisla- 
tion and, as has been suggested here by Mr. Purdon, come up with an 
entirely different view of what the legislation means from that which 
either the Government or the industry or this committee thought it 
might mean. We state in the report what the language means. Then 
we have reason to believe that Mr. Porter and his associates in the 
financing area will regard the meaning as the same. 

Is that a practical suggestion or not ? 

You have some 15 amendments to S. 1434, and some 3 amendments 
to S. 1457, do you not? 

Mr. CountryMan. Yes, sir. 

Senator Ener. And in each instance those involve matters of lan- 
guage rather than matters of substance ? 

r. CounTRYMAN. That is correct. 
Senator Enerz. Am I making a practical suggestion ? 
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Mr. Ewers. I am afraid not, Mr. Chairman, speaking for myself 
individually. 

Senator Ener. It would help a great deal, Mr. Ewers, if you 
would come around to the end of the table where you won’t be speak- 
ing from the back of the room. We want you up front, so the court 
reporter can hear everything you say. 

r. Ewers. We had such a situation present itself. Even Maritime 
and the Comptroller General agreed as to the meaning of a statutory 
amendment, but because they were dealing with large.sums of money, 
the lending industry declined to accept the assurance of either Mari- 
time or the Comptroller General, and we had to come back and put it 
in the statute. 

Now I don’t think we ought to run into a repetition of that again. 
I think it should be in the statute in specific language for the pro- 
tection of Maritime, the lending industry, and the operating 
industry. 

Mr. Purpon. Mr. Chairman, I agree with what Mr. Ewers has 
said. Legislative history is not as persuasive as statutory language, 
and we would prefer to resolve any of these technical differences in 
the statute itself. 

But in reference to your suggestion, may I say for the industry 
that we would be very happy to meet with the Maritime Administra- 
tion, Mr. Morse or his staff, and counsel for the committee, to go 
over these technical amendments, recognizing the limitations that 
Maritime has in agreeing to things. But we have great confidence in 
our ability to work things out with Mr. Morse and his staff. So if 
you would like us to, we would place ourselves at the disposal of your 
counsel for that purpose. 

Mr. Morse. Senator, I can concur in that proposal. 

What I suggest is that Maritime file comments on the technical pro- 
posals which have been submitted by Mr. Countryman, and as soon 
as those have been received, that we, in conjunction with Mr. Com- 
mittee Counsel, sit down and see if we can resolve these differences 
ourselves. 

Senator Enate. Is that an agreed procedure? Would that be-all 
right with you, Mr. Purdon? 

fr. Purpvon. Well, it would be all right, because I think it is the 
only way Mr. Morse can work in relation to his other obligations. 

I was hoping we could rather get at it immediately, sir, and see 
what we can work out, even if we have to accept the fact that in some 
instances Mr. Morse could not commit himself. In other words, there 
may be things that we can resolve and have an understanding on with- 
out committing Mr. Morse beyond what it is proper for him to do, 
so I would rather urge that if it is at all possible, and even if it has to 
be informal in that sense, that we get at it promptly. 

Mr. Morse. Well, we expect to get at it promptly. Our legislative 
counsel has other things to do, bear in mind, but they will be in a posi- 
tion to file comments on Mr. Countryman’s proposals by at the latest 
Monday of next week; and as soon as those have been filed with the 
committee, we would be happy to sit down with the committee counsel 
and industry and work on that and try to resolve this thing. 

Senator Enetz. This is highly complicated and technical language, 
and it is very difficult for a congressional committee.to sit down and 
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unravel each one of the problems. As a consequence, what the chair- 
man is trying to do is to narrow the area in which disagreement 
exists. Then we will weigh the importance of those disagreements 
and their practical effect upon the progress of this legislation, and try 
to make a decision which will get something done constructively and 
helpful to the industry. 

Mr. Morse, will you submit those comments to the staff of this 
committee and also to Mr. Purdon or whoever he has representing the 
industry? As soon as you get the situation shaken down, we will call 
another meeting of this committee and, if necessary, hold further 
hearings. If it is not necessary, we will go into executive session and 
try to unravel the situation. 

he Chair is glad to recognize the presence here of a member of 
our subcommittee, Senator Scott, of Pennsylvania. 

Do you have any comment, Senator ? 

Senator Scorr. I don’t believe so. 

From what I have heard, that seems to me to be an excellent way 
of working it out, Mr. Chairman, and I have no other comment. 

Senator Ener. We will proceed just as expeditiously as we can 
because we know of the importance of this legislation to the shipping 
industry. 

Now is there anything further to be added for the record ? 

Mr. Nemec. Mr. Chairman, there might very well be some slight 
discussion on one point which I would ask Mr. Countryman here to 
give to the committee. 

It is a matter which we believe is important, and perhaps we feel 
that the Maritime language would be unduly restrictive, so perhaps 
just to have a basis for action in the record, you would like to have our 
oral views to supplement our written views. 

Mr. CountryMEN. This concerns, Mr. Chairman, the requirement in 
the Commerce Department bill that the proceeds of a standby mort- 
gage must be disbursed by the mortgagee directly to the shipyard. We 
think this is an unrealistic requirement in several respects. 

In the first place, it is desirable, as Mr. Porter has pointed out in his 
testimony, for the owner to retain some flexibility in the timing of 
his standby mortgage so that he can get in the money market when the 
interest rate seems most favorable. 

Now that timing might indicate that the standby mortgage should 
be put on the existing vessel substantially before the time when any 
payments are due to the shipyard, indeed, even before the construc- 
tion contract was entered into. 

Secondly, in any event, payments to a shipyard under a standard 
construction contract are made in the form of progress payments as 
work is accomplished, and the final payment to the yard will not be 
made until some period of time after the vessel is delivered. 

Thirdly, some part of the cost of the vessel, which title XI recog- 
nizes as part of the cost could be counted in measuring the size of 
the mortgage, represents such items as designing and owner’s outfit, 
which aren’t bought from the yard at all. They are bought someplace 

else, so that the payments don’t go to the shipyard. They go to who- 
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ever the owner buys the outfit from. They go to the naval architect. 
And there are inspection costs incurred by the owner during the course 
of construction which are not payable to the yard. Then, according 
to past experience, the owner, before he has executed his mortgage 
and floated his bond issue under it, may make payments to the yard 
from his own funds in anticipation of the mortgage, and, under past 

ractice under title XI, with the approval of the Administration, he 
is allowed to reimburse himself when the mortgage is finally executed 
from the mortgage proceeds for costs paid out of his own funds and 
approved by the Administration. 

In all of these respects, we believe that that requirement that the 
proceeds of the standby mortgage be payable no place but to the ship- 
yard is unrealistic and would hamper the construction project. 

Senator Enexir. Do you have any comment on that, Mr. Morse? 

Mr. Morse. I think we can work that out with industry. We might 
have objection to putting it in the deferred category, because we think 
the deferred-tax status possibly should not benefit the owner to that 
degree, but we can work it out under escrow or some other arrange- 
ment we will discuss with industry. 

. Mr. Nemec. Would you not consider that the redeposit of these 
proceeds in the capital reserve fund was in effect a redeposit of moneys 
withdrawn from that, and there should be no distinction between the 
two? We feel that the safest way from the point of view of both the 
industry and the Government to handle these proceeds is that once 
these mortgages have been placed on a ship and they are not to be used 
immediately that they ought to go through the recognized channel of 
control, which is through the capital reserve fund, the ship construc- 
tion fund which is established by law, and, therefore, these mortgage 

roceeds simply ought to go in, and they are subject to surveillance 

y the Government and ourselves and can be used only in accordance 
with the purposes of the statute. 

Mr. Morse. Senator, I suggest that this is quite an involved detail, 
and I don’t think you will want to take your time to get it resolved 
now. Let us discuss it with industry and see if we can come up with 
something mutually satisfactory. If not, we will tell you what the 
problems are, and you can resolve it. 

Senator Eneir. The present schedule is for the comments, Mr. 
Morse, to be in about Monday ? 

- Mr. Morsr. We will have them in Monday at the latest. 

Senator Eneie. That would give industry time to look them over. 
As soon as we get the situation cleared up, we will meet again. Or 
if substantial agreement is arrived at, we can proceed to executive 
session and try to get this bill further under way. 

Without objection, the record will remain open so that the comments 
of both the industry and of the Government can be placed in the 
tecord. With this understanding, the subcommittee stands adjourned 
subject to the call of the Chair. 

Thank you, gentlemen, very much. 

(Whereupon, at 11:20 a.m., the subcommittee adjourned subject to 
the call of the Chair.) 
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(The following material was submitted for the record subsequent 
to the hearing :) 


THE SECRETARY OF COMMERCE, 
Washington, April 15, 1959. 
Hon. Warren G. MaGNuson, 
Chairman, Committee on Interstate. and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


DeEaR Mr. CHAIRMAN: In accord with the request of Hon. Clair Engle, presid- 
ing at the hearing by the Subcommittee on Merchant Marine on the bills S. 1434 
and S. 1457 on March 24, 1959, there are submitted herewith the Department of 
Commerce, Maritime Administration, comments on amendments proposed by 
the Committee of American Steamship Lines to the bill S. 1434, and a revised 
draft of the bill S. 1484 (comparative text). The revised draft was developed 
to meet technical points of disagreement between the bills S. 1434 and S. 1457, 
with conferences between the Maritime Administration and the Committee of 
American Steamship Lines. 

The Department recommends the adoption by your committee of the revised 
draft of the bill S. 1434 in lieu of the bill S. 1434 (and S. 1457), as introduced. 
The Bureau of the Budget has advised that there is no objection to the sub- 
mission of the statement and the revised text of S. 1434. 

Sincerely yours, 
F. H. MUELLER, 
Under Secretary of Commerce. 


MARITIME ADMINISTRATION COMMENTS ON COMMITTEE OF AMERICAN STEAMSHIP 
LINES’ (HEREINAFTER REFERRED TO AS CASL’s) PRoposeD AMENDMENTS To §., 
1434 WuicH ARE INCLUDED IN THE RECORD OF A HEARING ON THAT BILL (AND 
S. 1457) Hetp on Marcu 24, 1959, BEFORE THE SUBCOMMITTEE ON MERCHANT 
MARINE AND FISHERIES OF THE SENATE COMMITTEE ON INTERSTATE AND FOREIGN 
COMMERCE 

CASL’S FIRST PROPOSED AMENDMENT 


This proposed amendment would amend the new section 1107, which would 
be inserted in title XI of the 1936 act by the bill (S. 1434), to read as follows 
(material in brackets is deleted) : 

“Sec. 1107. The Secretary of Commerce is authorized, upon such terms as he 
may prescribe, to make a commitment to the prospective owner of a vessel, prior 
to the time when the keel of such vessel is laid under a contract which such 
prospective owner has made with the shipbuilder for the construction of the 
vessel, to insure the interest on and the unpaid balance of the principal of a 
mortgage or mortgages which such prospective owner, as mortgagor, may at any 
time place on the vessel in order to finance the construction of other vessels, 
(Cor both to refinance a mortgage insured by the Secretary of Commerce on the 
vessel and to finance the construction of other vessels, subject to the following 
conditions] * * *” 

We assume CASL did not intend to strike out the words “subject to the fol- 
lowing conditions” and that the brackets, therefore, should be closed immedi- 
ately after the comma in the last line of the amendment. 

The purpose of this proposed amendment is to strike out of the new section 
the authority to insure mortgages which both refinance an existing mortgage 
and furnish funds for new construction. CASL’s statement gives as their rea- 
son for proposing this amendment that refinancing mortgages can be insured 
under section 1106(3) of the act, and that this provision of the bill “raises 
questions as to the availability of the refinancing feature and imposes limita- 
tions upon its availability which do not now exist and which would not exist 
under S. 1457.” 

Section 1106(3) of the 1936 act now authorizes the Secretary of Commerce 
to insure a new mortgage for the purpose of refunding an original mortgage 
which has been insured by the Secretary of Commerce, on condition (among 
other conditions) that the principal amount of the new mortgage does not exceed 
the unpaid principal amount of the original mortgage. 

Section 1106(3) of the act applies only to those mortgages which refinance 
an existing mortgage; the language of the bill which would be stricken by the 
proposed amendment applies only to those mortgages which both refinance ex- 
isting mortgages and provide funds for new construction. The purposes of 
section 1106(3) of the act and the provision of the bill (S. 1434) are obviously 
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different. The provision of the bill, therefore, raises no possible question as 
to the continued availability of insurance for refinancing mortgagés under 
section 1106(3) of the act. 

The purpose of the language of the bill which would be stricken by the CASL 
proposed amendment is to give the vessel owner a choice when he is mortgag- 
ing the existing vessel a second (or later) time to finance new construction, 
either to place a second mortgage on the vessel or to refinance the first mort- 
gage and include in the principal amount of the refinancing mortgage the addi- 
tional amount for new construction. We think this provision of the bill is 
legally and administratively sound. Though some operators may not wish to 
avail themselves of this choice, other operators may. 

We, therefore, recommend against favorable eonsideration of CASL’s first . 
proposed amendment. 


CASL’S SECOND PROPOSED AMENDMENT 


This proposed amendment would insert in the new section 1107, in appro- 
priate places, the words “reconstruction or reconditioning” so as to authorize the 
insurance of a mortgage on an existing vessel for the purpose of financing the 
reconstruction or reconditioning of other vessels. The proposed amendment 
would also conform condition (6), of the new section 1107, to this change. We 
will discuss condition (6) in connection with our comments on CASL’s ninth 
proposed amendment. If some operators should reconstruct cargo vessels as 
container vessels, or should reconstruct passenger vessels, so as to require sub- 
stantial investment, the change in the bill to include “reconstruction and re- 
conditioning” would assist in carrying out the purposes of the bill. 

We, therefore, have no objection to the following portion of CASL’s second 
proposed amendment (new material is italicized; material in brackets is 
deleted ) : 

“Sec. 1107. The Secretary of Commerce is authorized, upon such terms as 
he may prescribe, to make a commitment to the prospective owner of a vessel, 
prior to the time when the keel of such vessel is laid under a contract which 
such prospective owner has made with the shipbuilder for the construction of 
the vessel, to insure the interest on and the unpaid balance’of the principal 
of a mortgage or mortgages which such prospective owner, as mortgagor, may 
at any time place on the vessel in order to finance the construction, recon- 
struction, or reconditioning of other vessels or both to refinance a mortgige 
insured by the Secretary of Commerce on the vessel and to finance the con- 
struction, reconstruction, or reconditioning of other vessels, subject to the 
following conditions * * *” 


CASL’S THIRD PROPOSED AMENDMENT 


CASL’s third proposed amendment, with CASL’s accompanying footnote, is 
as follows (new material is italicized; deleted material is bracketed) : 

“Sec. 1107. The Secretary of Commerce is authorized, upon such terms as he 
may prescribe, to make a commitment to te owner’ or the prospective owner 
of a vessel Eprior to the time when the keel of such vessel is laid under a 
contract which such prospective owner has.made with the shipbuilder for the 
construction of the vessel,J to insure the interest and the unpaid balance of the 
principal of a mortgage or mortgages which such owner or prospective owner, as 
mortgagor, may at any time place on the vessel * * *” 

The principle on which the bill (S. 1484) is drafted is that it authorizes a 
delay in the attaching of an insurable mortzage that would otherwise attach 
and be insured at the time the ship is delivered by the shipbuilder. The maxi- 
mum principal amount of an insurable mortgage under existing law is 75 or 
87% percent of its construction cost. Because the bill authorizes.a delay in 
the attaching of the mortgage, it provides that the maximum principal amount 
of the mortgage to be insured shall be 75 or 8714 percent of the vessel’s con- 
struction cost depreciated to the date of execution of the mortgage. The bill 
requires a commitment prtor to the laying ofthe keel of the vessel to be mort- 
gaged ; title XI and regulations issued pursuent thereto now require an appli- 
eation to be on file and approved in principle prior to the laying of the keel 





“Under the standard shipbuilding contract, title to the uncompleted vessel during 
construction is vested in the prospective operator rather than in the shipyard.” 
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of the vessel to be insured. The reason for these requirements is:to give the: 


Government an opportunity to influence the design of the vessel. The Govern- 
ment has this opportunity when it gives financing aid under title V of the act, 
This is part of the consideration moving to the Government for the granting 
of financing aid under titles V and XI of the act. 

The proposed amendment would deprive the Government of the opportunity 
to influence the design of vessels on which it insures mortgages, and it would 
broaden the bill to include vessels already constructed with respect to which 
the provisions of the bill as to the maximum principal amount of the mortgage, 
and other conditions in the bill, would not be appropriate, and would not prop- 
erly safeguard the interests of the United States. The Department is vigorously 
opposed to this proposed amendment, and therefore recommends against favor- 
- able consideration of the amendment. 

We would have no objection, however, to an amendment that would extend 


the bill to vessels whose keels were laid prior to enactment of the bill, whose: 


owners or prospective owners have, at the time of making application for a 
commitment under the bill after enactment thereof, an unexpired commitment 
from the Department, issued before enactment of the bill under the law then 
existing, to insure a mortgage on the vessels. We, therefore, recommend that 
the bill be amended by inserting after the word “vessel” in line 14, page 2 of 
the bill, the following: “(or if the keel of the vessel was laid under such con- 
tract prior to the enactment of this Act, and the vessel owner or prospective 
owner has an unexpired commitment from the Secretary of Commerce to insure: 
a mortgage on the vessel, issued prior to enactment of this Act under the law 
then existing, then prior to the expiration of such commitment)”. 


CASL’S FOURTH PROPOSED AMENDMENT 


CASL’s.fourth proposed amendment would make a commitment, made under 
the bill, assignable with the prior written approval of the Secretary of Com- 
merce. We have no objection to this proposed amendment if it is changed to 
read as follows: 

“(1) the commitment shall not be assignable without the prior written 
approval of the Secretary of Commerce;”’. 


CASL’S FIFTH PROPOSED AMENDMENT 


CASL’s fifth proposed amendment is as follows: 

(2) the vessel is not, at the time of insuring the mortgage pursuant to 
the commitment, subject to a mortgage which has not been insured by the 
Secretary of Commerce ;”. 

We have no objection:to this proposed amendment. 


CASL’S SIXTH PROPOSED AMENDMENT 


CASL/’s statement asks for this amendment only if the language in parentheses 
in the new section 1107(2), which would be added to title XI by the bill, is 
not to be enacted. Since there is no suggestion that this language in the bill 
will not be enacted if the bill is enacted, there is no need to comment on this 
proposed amendment. 


CASL’S SEVENTH PROPOSED AMENDMENT 


CASL’s seventh proposed amendment has two objectives. The first is to 
state expressly that in computing the total of the principal amounts of a new 
mortgage and of prior mortgages for the purpose of determining eligibility of 
the new mortgage for insurance, any mortgage on the vessel which is to be 
discharged with part of the proceeds of the new mortgage is to be disregarded. 
We think. it is clear that this is intended. by the bill, but we have no objection 
to including express language to this effect. The second objective of the pro- 
posed amendment is to take account of the possibility that the vessel that is 
to be mortgaged may be reconstructed prior to the time when the mortgage that 
is to be insured is executed, We have no objection to taking care of this possi- 
bility, but this change would require redrafting of the new section 1107(4) to 
state more explicitly the manner in which depreciation is to be computed. We 
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therefore recommend, in lieu of CASL’s seventh proposed amendment, that the 
pill be amended to make the new section 1107(4) read as follows: 

“(4) the mortgage involves a principal obligation which when added to 
the unpaid balance of the principal obligations of prior mortgages on the 
vessel (other than mortgages that are being refinanced by this mortgage) 
will result in a sum which will not, (a) if the vessel was not built with the 
aid of construction-differential subsidy and complies with the requirements 
of section 509 of this Act exceed (A) if the vessel has not been recon- 
structed of reconditioned before such mortgage is executed, 8714 percent of 
all amounts the mortgagor has paid or is obligated to pay for the construc- 
tion (including designing, inspecting, outfitting or equipping) of the vessel, 
depreciated at the rate of 5 percent per annum from the date the vessel was 
delivered by the shipbuilder to the date such mortgage is executed, or (B) 
if the vessel has been reconstructed or reconditioned before such mortgage 
is executed, 8714 percent of all amounts the mortgagor has paid or is obli- 
gated to pay for the construction (including designing, inspecting, outfitting 
and equipping) of the vessel, depreciated at the rate of 5 percent per annum 
from the date the vessel was delivered by the shipbuilder to the date of such 
reconstruction or reconditioning, and depreciated, from the date of such 
reconstruction or reconditioning to the date such mortgage is executed, on a 
straight-line basis and on the basis of a useful life of the vessel determined 
jointly by the Secretary of Commerce and the Secretary of the Treasury, 
plus 8714 percent of all amounts the mortgagor has paid or is obligated to 
pay for the reconstruction or reconditioning of the vessel (if such recon- 
struction or reconditioning was done without aid of construction subsidy 
and the vessel complies with the requirements of section 509 of this Act; 
otherwise, 75 percent of such amount), depreciated, from the date of such 
reconstruction or reconditioning to the date such mortgage is executed, on a 
straight-line basis and on the basis of a useful life of the vessel determined 
jointly by the Secretary of Commerce and the Secretary of the Treasury, 
and (b) if the vessel was built with the aid of construction-differential sub- 
sidy, or does not comply with the requirements of section 509 of this Act, 
exceed the amount computed under (a) above except that, where (a) above 

+ provides for 87% percent of the construction cost of the vessel, the per- 
centage shall be 75 percent.” 

The foregoing proposed amendment would conform this section to CASL’s 11th 
proposed amendment which would reduce the required downpayment for recon- 
struction to 1214 percent if the vessel is reconstructed without the aid of con- 
struction-differential subsidy and complies with the requirements of section 509 
of the act. 

CASL’S EIGHTH PROPOSED AMENDMENT 


Part of this proposed amendment is based upon a misunderstanding of the 
refinancing provisions of title XI, as title XI would be amended by the bill. We 
have explained this in our discussion of CASL’s first proposed amendment. 

The purpose of the remaining portion of this proposed amendment is to take 
account, in fixing the maximum maturity dates of the mortgage that is to be 
insured, of the possibility that the vessel may be reconstructed so as to prolong 
its economic life prior to the mortgaging of the vessel. We have no objection to 
this purpose. We recommend, therefore (in lieu of CASL’s eighth proposed 
amendment), that the bill be amended to make the new section 1107(5) read as 
follows: 

“(5) the mortgage has maturity dates which,-if the vessel has not been 
reconstructed or reconditioned, do not exceed the remaining years of a use- 
ful life of the mortgaged vessel of 20 years computed from the date the 
vessel was delivered by the shipbuilder or, if the vessel has been recon- 
structed or reconditioned, do not exceed the remaining years of a useful life 
of the vessel determined jointly by the Secretary of the Treasury and the 
Secretary of Commerce ;”’, 


CASL’S NINTH PROPOSED AMENDMENT 


The purpose of CASL’s ninth proposed amendment is. to eliminate from the 
bill the provisions which would see to the application of the loan secured by 
the insured mortgage to those purposes for which the bill would authorize the 
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Secretary of Commerce to. insure the mortgage, and to leave this matter for 
handling under regulations, or, alternatively, so to modify the provisions of the 
bill as to give the operators more flexibility in the timing of their loans, and in 
the application of their loans to new construction, 

CASL states this increased flexibility would enable them to time their loans 
so as to obtain a favorable rate of interest and to float larger loans at one time 
(which would be secured by insured mortgages on several vessels), which is 
necessary if they are to obtain the most favorable terms. 

We strongly recommend against eliminating from the bill all provisions which 
would see to the application of the loans to those purposes for which the mort- 
gage would be insured, but we are in accord with CASL’s objective to minimize 
their interest payments and other charges accompanying private financing. 

As an alternative to eliminating the provisions which would see to the appli- 
cation of the loans, CASL recommends an amendment that would authorize 
subsidized operators to deposit the proceeds of their loans in their capital re- 
serve funds, and ‘would authorize unsubsidized operators to deposit the proceeds 
of their loans in special accounts which would be controlled jointly by the 
operators and the Secretary of Commerce. 

An evaluation of this amendment involves a recapitulation of the purpose and 
use of the reserve funds. The subsidized operator’s capital reserve funds are re- 
quired by section 607 of the Merchant Marine Act, 1936. This section requires the 
subsidized operator to deposit in his capital reserve fund (1) an amount equal to 
the annual depreciation charges on his subsidized vessels, (2) the proceeds of all 
insurance and indemnities received on account of the total loss of subsidized ves- 
sels, (3) the proceeds of sale or other disposition of any subsidized vessel, and 
(4) such additional net profits of the subsidized business (over and above a 
cumulative net profit of 10 percent per annum on the contractor’s capital neces- 
sarily employed) as the Secretary of Commerce determines is necessary to build 
up a fund for replacement of the operator’s subsidized vessels. In addition the 
subsidized operator may, with the approval of the Secretary of Commerce, vol- 
untarily deposit in the capital reserve fund any or all of the earnings of the sub- 
sidized business otherwise available for distribution to stockholders. 

Disbursements may be made from the capital reserve fund for the following 
purposes: (1) to pay the principal, when due, on all notes secured by mortgages 
on subsidized vessels, (2) to pay for replacement vessels, or for the reconstruc- 
tion of vessels, or for additional vessels to be employed on essential trade routes, 
and (3) to pay, with the consent of the Secretary of Commerce, any sums owing 
but not yet due on notes secured by mortgages on subsidized vessels. 

Deposits in the capital reserve fund are disbursed on a first-in-first-out basis. 
If the proceeds of loans secured by mortgages which are to be insured under 
the bill are to be deposited in the capital reserve fund, therefore, provision should 
be made that the first-in-first-out rule shall not apply to that deposit, and that 
the deposit can be disbursed only for the purposes for which the mortgage was 
insured, or if for any reason payments do not become due for purposes for which 
the mortgage was insured, then to pay off the loan secured by the mortgage. 

Section 511 of the Merchant Marine Act, 1936, authorizes unsubsidized oper- 
ators to make deposits in construction reserve funds which are under the joint 
control of the-operator-and the Secretary of Commeree. We think that to carry 
out CASL’s purpose, with which we are in accord, the bill should authorize un- 
subsidized operators to deposit the proceeds of their loans in such funds under 
restrictions similar to those we recommend with respect to the subsidized oper- 
ators’ capital reserve funds. 

We recommend, therefore, in lieu of CASL’s ninth proposed amendment, that 
the new section 1107(6) which the bill would insert in title XI be amended to 
read as follows: 

“(6) the loan agreement for the making of the loan secured by the mort- 
gage, or the mortgage, provides that the underwriter or mortgagee will 
disburse the loan for one or more of the following purposes: (a) to pay 
one of the components of actual cost of the vessels to be constructed, 
reconstructed or reconditioned, and if any such payment is to reimburse 
the operator for payments made from his capital reserve fund, to deposit 
such payment in the capital reserve fund, or (b) to pay part of the loan 
to discharge an existing mortgage which is insured by the Secretary of 
Commerce on the vessel that is subject to the mortgage which is to be 
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insured, or (c) to deposit part or all of the loan in the operator’s capital 
reserve fund, if he is a subsidized operator, and in a construction reserve- 
fund, if he is an unsubsidized operator ; if any deposit is made in a capital 
reserve fund, or construction reserve fund under (c) hereof, such deposit 
shall not be subject to the first-in-first-out rule and may be withdrawn only 
to pay one of the components of actual cost of the vessels that are to be 
constructed, reconstructed or reconditioned, or if for any reason such pay- 
ments do not exhaust the deposit, then to pay off the loan secured by the 
mortgage that is to be insured ;”’. 


CASL’S 10TH PROPOSED AMENDMENT 


The purpose of this proposed amendment is to eliminate the reference to 
provisions for maintenance of the vessel which the Secretary of Commerce 
requires to be included in the mortgage but which are not contained in the 
statute. In lieu of CASL’s proposed amendment, we recommend that the new 
section 1107(8) be amended to read as follows: 

“(8) The mortgaged vessels shall be in Class A-1 American Bureau 
of Shipping, with all required certificates, including but not limited to 
marine inspection certificates of the United States Coast Guard, with all 
outstanding requirements and recommendations necessary for retention of 
class accomplished, unless the Secretary of Commerce permits a deferment 
of such repairs, and shall be tight, staunch, strong and well and sufficiently 
tackled, appareled, furnished and equipped, and in every respect sea- 
worthy and in good running condition and repair and in all respects fit 
for service.” 

CASL’S 11TH PROPOSED AMENDMENT 


Under title XI the minimum downpayment required for construction of a 
vessel that is not built with the aid of construction-differential subsidy and 
which meets the requirements of section 509 of the act is 121% percent. If the 
vessel is built with the aid of construction-differential subsidy or if the vessel 
does not meet the requirements of section 509, however, the minimum down- 
payment is 25 percent. The purpose of these provisions is to equalize the 
dollar amount of the downpayment required in the two situations; that is, 
where the vessel is built with the aid of construction-differential subsidy and’ 
where the vessel is built without the aid of construction-differential subsidy. 

If the cost of the vessel is $10 million, for example, and the vessel is built 
without the aid of construction-differential subsidy, the required downpayment 
is 1214 percent of $10 million, which is $1,250,000; if the vessel is built with the 
aid of construction-differential subsidy, however, and the subsidy rate is 50 
percent, the required downpayment is 25 percent of $5 million, which is 
$1,250,000. 

Title XI does not extend this treatment to mortgages to reconstruct vessels. 
The required downpayment to make such a mortgage eligible for insurance is 
25 percent even if the vessel is reconstructed without the aid of construction- 
differential subsidy. 

The purpose of CASL’s 11th proposed amendment is to reduce the required 
downpayment for reconstruction of a vessel to 12% percent if such reconstruc- 
tion is accomplished without the aid of construction-differential subsidy. We 
have no objection to this amendment except that we recommend that it be made 
by inserting a new section 2 in the bill. The new section 2 of the bill would 
read as follows: 

“Src. 2. Section 1104(a) (2) of the Merchant Marine Act, 1936, as amended, 
is amended by striking out of the proviso the words ‘That in the case of a vessel, 
the size and speed of which are approved by the Secretary of Commerce, which 
is eligible for mortgage aid’ and inserting in lieu thereof the words ‘That in 
the case of a vessel, the size and speed of which are approved by the Secretary 
of Commerce, and which is, or in the case of a vessel to be reconstructed or re- 
conditioned would have been, eligible for mortgage aid for construction’ ”’. 

CASL’s statement recommends several amendments of 8.1457. We recom- 
mend against favorable consideration of S. 1457, with or without CASL’s pro 
posed amendments, since the proposed amendments do not meet our objections 
to the bill. 
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Comparative, Texy,; Soowjnc AMENDMENTS PRroposEeD BY MARITIME 
ADMINISTRATION 


(Omit the part struck through and insert the part in italic] 


S. 1434 


A BILL To amend title XI of the Merchant Marine Act, 1936, as amended, with respect to insurancg of 
ship mortgages, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That title XI of the Merchant Marine Act, 1936, 
as amended (46 U.S.C. 1271- 1279), is amended— 

@) nO: redesignating sections 1107, 1108, and 1109 as sections 1108, 1109, 
and 111 

(2) by striking out of section 1102 the reference “section 1109” and insert- 
ing in lieu thereof the reference “section 1110’; 

(3) by# ‘striking: out of section 1104(f)\ the reference “sections 1101-1109” 
and inserting in lieu thereof the reference “sections 1101—1110’’; 

(4) by striking out of section 1106, before the dash, the word “except” and 
inserting in lieu thereof the words ‘except as provided in section 1107 or’’; and 

(5) by inserting after section 1106 a new section 1107 to read as follows: 

“Src. 1107. The Secretary of Commerce is authorized, upon such terms as he 
may prescribe, to make a commitment to the prospective owner of a vessel who 
is a citizen of the United States, prior to the time when the keel of such vessel is 
laid under a contract which such prospective owner has made with the shipbuilder 
for the construction of the vessel (or if the keel of the vessel was laid under such 
contract prior to the enactment of this Act, and the vessel owner or prospective owner 
has an unexpired commitment from the Secretary of Commerce to insure a mortgage 
on the vessel, issued prior to enactment of this Act under the law then existing, then 
prior to the expiration: of such commitment), to insure the interest on and the unpaid 
balance of the principal of a mortgage or mortgages which such prospective owner, 
as mortgagor, may at any time place on the vessel in order to finance the een- 
struetion construction, reconstruction, or reconditioning of other vessels or both to 
refinance a mortgage insured by the Secretary of Commerce on the vessel and to 
finance the eonstreetion construction, reconstruction, or reconditioning of other 
vessels, subject to the following conditions— 

“(1) the commitment shall not be assignable either separately or in eon- 
jimetion with actransfer of the vessel without the prior written approval of the 
Secretary of Commerce; 

“*(2) the vessel is net not, at the time of insuring the mortgage pursuant to 
the commitment, subject to a mortgage which has not been insured by the 
Secretary of Commerce; 

(3) within a reasonable period prior to, or at the time of, insuring the 
mortgage pursuant to the commitment, the Secretary of Commerce makes 
the finding required by section 1104(c) of this Act (which requires a finding 
that the mortgaged vessel or the project with respect to which the mortgaged 
vessel is to be operated will be in the opinion of the Secretary of Commerce 
wean sound) ; 
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(4) the mortgage involves a principal obligation which when added to the 
unpaid balance of the principal obligations of prior mortgages on the vessel (other 
than mortgages that.gre being refinanced by this mortgage) will result.in a sum 
which will not, (a) if the vessel was not built with the aid of construction-differen- 
tial subsidy and complies with the requirements of section 509 of this Act exceed 
(A) if the vessel has not been reconstructed or reconditioned before such mortgage 
is executed, 874% per centum of cll amounts the mortgagor has paid or is obligated 
to pay for the construction (including designing, inspecting, outfitting or equip- 
ping) of the vessel, depreciated at the rate of 5 per centum per annum from the 
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date the vessel was delivered by the shipbuilder to the date such mortgage is exe- 
cuted, or (B) if the vessel has been reconstructed or reconditioned .before .such 
mortgage is executed, 87% per centum of all amounts the mortgagor has paid or 
is obligated to pay for the construction (including designing, inspecting, out- 
fitting and equipping) of the vessel, depreciated at the rate of 5 per centum per 
annum from the date the vessel was delivered by the shipbuilder to the date of such 
reconstruction or reconditioning, and depreciated, from the date of such recon- 
struction or reconditioning to the date such mortgage is executed, on a straight-line 
basis and on the basis of a useful life of the vessel determined jointly by the 
Secretary of Commerce and the Secretary of the Treasury, plus 87% per centum 
of all amounts the mortgagor has paid or is obligated to pay for the reconstruction 
or reconditioning of the vessel (if such reconstruction or reconditioning was done 
without aid of construction subsidy and the vessel complies with the requirements 
of section 509 of this Act; otherwise, 75 per centum of such amount), depreciated, 
from the date of such reconstruction or reconditioning to the date such mortgage is 


“executed, on a straight-line basis and on the basis of a useful life of the vessel 


determined jointly by the Secretary of Commerce and the Secretary of the Treasury, 
and (b) if the vessel was built with the ard of construction-differential subsidy, or 
does not comply with the requirements of section 509 of this Act, exceed the 
amount computed under (a) above except that, where (a) above provides for 87% 
per centum of the construction cost of the vessel, the percentage shall be 75 per 
cer tum; 

‘46> the moerterge hes pretitity dates which de net exeeed the retiettine 
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(6) the mortgage has maturity dates which, if the vessel has not been recon- 
structed or reconditioned, do not exceed the remaining years of a useful life of the 
mortgaged vessel of 20 years computed from the date the vessel was delivered by the 
shipbuilder or, if the vessel has been reconstructed or reconditioned, do not exceed 
the remaining years of a useful life of the ae determined jointly by the Secre- 
sary of the sf ay and the Secretary of Commerce; 

SAH} tre dene eereement for the making of the lean seeured by the mort 
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‘“(6) the loan agreement for the making of the loan secured by the mortgage, or 
the mortgage, provides that the underwriter or mortgagee will disburse the loan 
for one or more of the following purposes: (a) to pay one of the components of 
actual cost of the vessels to be constructed, reconstructed, or reconditioned and, if 
any such payment is to reimburse the operator for payments made from his 
capital reserve fund, to deposit such payment in his capital reserve fund, or 
(b) to pay part of the loan to discharge an e.sisting mortgage which is insured by 
the Secretary of Commerce on the vessel that is subject to the mortgage which is 
to be insured, or (c) to deposit part or all of the loan in the operator’s capital 
reserve fund, if he is a subsidized: operator, and in a construction reserve fund, 
tf he is an unsubsidized operator; if any deposit is made in a capital reserve 
fund, or construction reserve fund under (c) hereof, such deposit shall not be subject 
to the first-in-first-out rule and may be withdrawn only to pay one of the com- 
ponents of actual cost of the vessels that are to be constructed, reconstructed, or 
reconditioned, or if for any reason such payments do not exhaust the deposit, 
then to pay off the loan secured by the mortgage that is to be insured; 

(7) the mortgage complies with all of the requirements of section 1104(a) 
of this Act (which defines an eligible mortgage) except subdivision 2 thereof 
(whic specifies the maximum princip»xl amount of the mortgage), subdivi- 
sion 3 thereof (which specifies the maximum duration of the mortgage), and 
subdiv ision 8 thereof (which specifies the purpose of the loan secured by the 
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(8) the mortgaged vessel shall be in Class A—1 American Bureau of Shipping, 


with all required certificates, including but not limited to marine inspection cer- 


tificates of the United States Coast Guard, with all outstanding requirements and’ 


recommendations necessary for retention of class accomplished, wnless the Secre- 
tary of Commerce permits a deferment of such repairs, and shall be tight, staunch, 
strong and well and sufficiently tackled, appareled, furnished and equipped, and 


in every respect seaworthy and in good running condition and repair and in all’ 


respects fit for service.”’ 

Sec. 2. Section 1104(a)(2) of the Merchant Marine Act, 1936, as amended, is 
amended by striking out of the proviso the words: “That in the case of a vessel, the 
size and speed of which are approved by the Secretary of Commerce, whach ts eligible 
for. merigage. aid’’ and inserting in lieu thereof the words: ‘‘That in the case of a 
vessel, the size and speed of which are approved by the Secretary of Commerce, and 
which is, or in the case of a vessel to be reconstructed or reconditioned would have been, 
eligible for mortgage aid for construction’. 


STATEMENT OF VERNE COUNTRYMAN, SPECIAL COUNSEL TO COMMITTEE OF AMERICAN 
STEAMSHIP LINES ON S. 1457, anv S. 1434 


The Committee of American Steamship Lines fully endorses the purpose of 
S. 1457 and S. 1434, which is to authorize the insurance under title XI of the 
Merchant Marine Act, 1936, of a “standby mortgage” on an existing vessel to 
finance additional construction. 

We believe that the plan of 8. 1457, which incorporates the standby mortgage 
feature into the present structure of title XI, is preferable to that of S. 1434, 
which undertakes to deal comprehensively with all aspects of the standby mort- 
gage in a single new section to be added to title XI. Such separate treatment of 
the standby mortgage feature may, we believe, be productive of internal inconsis- 
tencies within title XI and of difficulties in administration which cannot be 
anticipated in advance. 

There are, in any event, certain technical deficiencies in S. 1434 which should 
be corrected if it is to authorize a workable and feasible system for insuring 
standby mortgages. In detail: 

(1) Title XI now authorizes, in section 1106(3), the insurance of a mortgage 
to refinance or refund a previously insured mortgage. If the standby mortgage 
authority were now to be added to title XI in the manner contemplated by §. 
1457, this would be sufficient in our opinion to authorize insurance of a mortgage 
on an existing vessel both (a) to refinance a previously insured mortgage on 
that vessel and (0) to finance additional construction. S. 1434, in the new 
section 1107 to be added to title XI, undertakes to deal not merely with the 
standby feature but also with the refinancing feature when combined with the 
standby feature. As indicated below, this raises questions as to the availability 
of the refinancing feature and imposes limitations upon its availability which 
do not now exist and which would not exist under S. 1457. We can identify no 
reason in connection with the introduction of the standby feature for changing 
the existing provisions of title XI with reference to refinancing mortgages. 
Accordingly, we suggest that the references to refinancing mortgages be deleted 
from S. 1434 and that its provisions be confined to the standby mortgage. Spe- 
cifically, this would require the following amendment to new section 1107 as it 
appears in S. 1434 [matter to be deleted in brackets] : 

“Sec. 1107. The Secretary of Commerce is authorized, upon such terms as he 
may prescribe, to make a commitment to the prospective owner of a vessel, prior 
to the time when the keel of such vessel is laid under a contract which such 
prospective owner has made with the shipbuilder for the construction of the 
vessel, to insure the interest on and the unpaid balance of the principal of a 
mortgage or mortgages which such prospective owner, as mortgagor, may at any 
time place on the vessel in order to finance the construction of other vessels, 
Cor both to refinance a mortgage insured by the Secretary of Commerce on the 
vessel and to finance the construction of other vessels, subject to the following 
conditions] * * *” 

(2) S. 1434, unlike 8. 1457, would not authorize the use of a standby mortgage 
on one vessel to refinance the reconstruction or reconditioning of another vessel 
or vessels. In this respect the availability of the insured standby mortgage 
would be more restricted than is the availability of other insured mortgages 
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should be available to facilitate the private financing of reconstruction and re- 
conditioning, which in many cases will involve substantial amounts, particularly 


in the case of passenger vessels and in instances where containerization or 


roll-on roll-off features are to be added to cargo ships. Accordingly, we propose 
that new section 1107 as it appears in S. 1434 be amended as follows [new matter 
italicized ; matter to be deleted in brackets] : 

“Sec. 1107. The Secretary of Commerce is authorized, upon sueh terms as he 
may prescribe, to make a commitment to the prospective owner of & vessel, prior 
to the time when the keel of such vessel is laid under a contract which such 
prospective owner has made with the shipbuilder for the construction of the 
vessel, to insure the interest on and the unpaid balance of the principal of a 
mortgagor or mortgages which such prospective owner, as mortgagor, may at any 
time place on the vessel in order to finance the construction, reconstruction, or 
reconditioning of other vessels or both to refinance a mortgage insured by the 
Secretary of Commerce on the vessel and to finance the construction, reconstruc- 
tion, or reconditioning of other vessels, subject to the following conditions * * * 

* * * * * * 8 


“(6) the loan agreement for the making of the loan secured by the mort- 
gage, or the mortgage, provides that the loan, except such portion thereof 
as it has been agreed will be used to refinance an existing mortgage on the 
vessel which has been insured by the Secretary of Commerce, will be dis- 
bursed by the mortgagee to a [shipbuilder] shipyard in payment, on behalf 
of the mortgagor, of part of the contract price for the construction, re- 
construction, or reconditioning of [a] other vessels contracted for by the 
mortgagor [which has not yet been delivered] ;” 

(3) The introductory sentence of new section 1107 as it appears in S. 1434 
requires that a commitment to insure a standby mortgage be obtained prior to 
the laying of the keel of the vessel to be mortgaged. We can identify no reason 
for this requirement, since the bill does not contemplate that any significant 
determinations as to the amount of the mortgage or the economic soundness of 
the mortgaged properties will be made until later execution of the mortgage 
and the insurance contract. The only consequence of requiring advance com- 
mitments in this fashion will be to force the operator to apply for and the 
the Administration to act upon such a commitment prior to every keel laying 
even though in some cases a later standby mortgage may never be employed. 
Further, this unnecessary requirement would eliminate from eligibility for a 
standby mortgage all vessels whose keels were laid prior to enactment of the 
bill. We would eliminate the requirement by amending the introductory sen- 
tence of new section 1107 in S. 1434 to read as follows: 

“Suc. 1107. The Secretary of Commerce is authorized, upon such terms as he 
may prescribe, to make a commitment to the owner’ or the prospective owner 
of a vessel Eprior to the time when the keel of such vessel is laid under a con- 
tract which such prospective owner has made with the shipbuilder for the con- 
struction of the vessel,J to insure the interest and the unpaid balance of the 
principal of a mortgage or mortgages which such owner or prospective owner, as 
mortgagor, may at any time place on the vessel * * *” 

(4) Under new section 1107(1) as it appears in S. 1434, a commitment to in- 
‘sure a standby mortgage on a vessel is expressly made nonassignable. This 
introduces an inflexibility which may operate to frustrate the recourse to private 
financing which title XI is designed to encourage and which is in no way neces- 
sary to protect the Government. The necessary flexibility could be obtained, and 
full protection for the Government would be retained, if section 1107(1) were 
‘amended to read: 

“(1) the commitment shall not be assignable, either separately or in con- 
conjunction with a transfer of the vessel, to swecessor companies or others, 
without the prior written approval of the Secretary of Commé¥ee ;” 

(5) New section 1107(2) as it appears in S. 1434 would forbid insurance of 
‘a standby mortgage if the vessel to be mortgaged is subject to a prior unin- 
sured mortgage, but it is not clear from the language of the bill whether the 
‘vessel must be free of a prior uninsured mortgage at the time of insuring of 


21Under the standard shipbuilding contract, title to the uncompleted vessel during con- 
struction is vested in the prospective operator rather than in the shipyard. 
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the standby mortgage or at the time of the commitment to insure. The former 
interpretation seems adequate to protect the Government and to meet the pres- 
ent requirement of section 1101(a) that mortgages insured under title XI shal] 
qualify as preferred mortgages when recorded and endorsed as required by the 
Ship Mortgage Act of 1920. Accordingly, we propose that section 1107(2) be 
amended to read: 

(2), the vessel is not, at the time of insuring the mortgage pursuant to 
the commitment, subject to a mortgage which has not been insured by the 
Secretary of Commerce ;” 

(6) New section 1107(3) as it appears in S. 14384 would incorporate the 
economic soundness: test-of.section.1104(c) of title XI. Since the latter seetion 
refers to the economic soundness of “the property or project with respect to 
which the mortgage or loan is executed,” it is not clear in the standby mortgage 
situation whether that test refers to the ship to be mortgaged or to the ship 
whose construction, reconstruction or reconditioning is being financed by the 
mortgage. If the language which now appears in brackets in section 1107(3) 
of S. 1484 were to be retained and enacted, it would be clear that the reference 
is to the economic soundness of the ship to be mortgaged. If that language ig 
not to be enacted, we recommend that section 1107(3) be amended to read: 

“(3) within a reasonable period prior to, or at the time of, insuring the 
mortgage pursuant to the commitment, the Secretary of Commerce [makes the 
finding required by Section 1104(c) of this Act] finds that the mortgaged vessel 
or the project with respect to which the mortgaged vessel is to be operated wilt 
be, in his opinion, economically sound ;” 

(7) New section 1107(4), as it appears in S. 1434 has several defects: 

(a) It would limit the principal amount of mortgages covered by section 1107 
to an amount “which when added to the unpaid balance of the principal obliga- 
tions of prior mortgages on the vessel” will not exceed 75 percent (or 87% per- 
cent) of actual cost which, under title XI is the maximum principal amount of any 
mortgage ‘é¢ligible for insurance. If section 1107 is to continue to cover re 
financing or refunding mortgages, section 1107(4) may impose an unintended 
obstacle. Read literally, it would require that the principal amount of the 
mortgage to be refinanced or refunded be deducted from 75 percent or 87% 
percent of actual cost in order to fix the principal amount of the refinancing or 
refunding mortgage. Whenever the unpaid balance of the existing mortgage 
exceeded 37% percent (or 43.73 percent) of actual cost, refinancing or refund- 
ing by another insured mortgage would be impossible. 

(6) In determining the insurable actual cost of the vessel to be mortgaged, 
its original actual cost is to be depreciated at the rate of 5 percent per annum 
from date of delivery by the shipbuilder regardless of the facts that (i) there 
may have been capital improvements at some time subsequent to original de 
livery of the vessels by the shipbuilder, which improvements should not. be 
depreciated frem original delivery date, (ii) under 607(b) of the Merchant 
Marine Act, 1936,. the useful economic life of a, subsidized. vessel may, by reason 
of reconstruction or reconditioning, be extended beyond 20 years, and (iii) the 
useful economic life of many unsubsidized vessels is in any event longer than 
20 years. 

If section 1107(4) were revised as indicated below, the language first italicized 
would cover (a) above and the language last italicized would cover (b). If all 
reference to refinancing mortgages were deleted as we have suggested in (1) 
above, the language first italicized would, of course, be unnecessary. 

“*(4) the mortgage involves a principal obligation which will not exceed, 
or, in the case of a mortgage given to finance the construction of other 
vessels will not, when added to the unpaid balance of the principal obliga- 
tions of prior mortgages on the vessel, [result in a sum which will not] 
exceed (a) if the vessel was not built with the aid of construction-differen- 
tial subsidy and complies with the requirements of Section 509 of this Act, 
[exceed] 87% percent of the actual cost of such vessel, depreciated 
[at the rate of 5 percent per annum from the date such vessel is delivered 
by the shipbuilder] to the date such mortgage is executed on the basis of 
the economic life of said vessel as determined by the Secretary of Commerce, 
together with the actual depreciated cost of capital improvements thereon, 
and (b) if the mortgaged vessel was built with the aid of construction- 
differential subsidy or does not comply with the requirements of Section 509 
of this Act, [exceed] 75 percent of such amount ;” 
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(8) New section 1107(5) as it appears: in S. 1434 would limit the maturity 
date on a standby mortgage to a date 20 years after original delivery of the 
vessel by the shipbuilder. If S. 1434 is to apply to refinancing mortgages, this 
provision may conflict with section 1106(3),.which limits the maturity of re 
financing or refunding mortgages to the maturity date of the original mort- 
gage. Insofar as standby mortgages are concerned, subsidized vessels may 
have, and many unsubsidized vessels do have, as indicated in (7) above, 
a useful economic life in excess of 20 years. If section 1107(5) were revised 
to read as indicated below, the language first italicized would deal with re- 
financing mortgages and the language second italicized would deal with standby 
mortgages. If the reference to refinancing. mertgages. were: deleted ‘from S. 1434 
as we have suggested in (1) above, the language first italicized would be 
unnecessary. 

“(5) the mortgage has maturity dates which do not, in the case of a mort- 
gage to refinance a mortgage insured by the Secretary of Commerce, exceed 
the maturity dates of the original mortgage, or [exceed the remaining 
years of a useful life of the mortgaged vessel of 20 years computed from 
the date the vessel was delivered by the shipbuilder], in the case of a 
mortgage to finance the construction, reconstruction, or reconditioning of 
other vessels, extend beyond the economic life of the mortgaged vessel as 
determined by the Secretary of Commerce ;” 

(9) New section 1107(6) as it appears in S. 1434 is defective in several 
respects : 

(a) It requires that all proceeds of a standby mortgage be disbursed directly 
by the mortgagee to the shipbuilder despite the facts that: (i) It is desirable 
that the owner retain some flexibility in the timing of his mortgage: in order 
to get the best interest rate, it may be most provident to enter into the mort- 
gage before any payments are due the shipyard or, indeed, before execution 
of the construction contract. (ii) In any event, payments are made to the 
yard progressively on the: basis of work :assomplished* and ‘the final payments 
to the yard will not be due until some time after’ completion of the ship being 
financed by a standby mortgage. (iii) Section 1101(f) of title XI now recog- 
nizes as a legitimate part of the actual cost of construction, reconstruction, or 
reconditioning the costs of “designing, inspecting, outfitting and equipping” 
and many of these costs are not payable to the shipyard. That is true of 
the costs of both designing and owner’s outfit, which are purchased elsewhere, 
and of the owner’s own inspection costs for which he will be entitled to re 
imbursement, with the approval of the Administration, from the proceeds of 
the standby mortgage. (iv) The owner may in many instances pay part of 
actual cost in advance of execution of the standby mortgage and would then 
be entitled, with the approval of the Administration, to reimbursement from 
the proceeds of the mortgage. All such reimbursement of the owner is now 
recognized as proper by section 1104(a) (8) of title XI. 

(bv) It .also provides..that the payment to the, shipyard; shall be “in pay- 
ment * * * of part of the contract price.” This language*is not apt for the 
situations where several existing ships are mortgaged to finance the entire 
contract price of one new ship, or where one large existing ship is mortgaged 
to finance the entire contract price of a smaller new ship. 

We doubt the need of any such statutory restriction on the use of insured mort- 
gage proceeds. None is now contained in title XI and the matter is governed 
by the Administration’s regulations and by the financing documents covering 
each separate mortgage transaction. 

If any restriction is to be imposed, however, the Government would be better 
protected by a requirement that the proceeds of the standby mortgage be either 
(1) paid to the shipyard, or (2) in the case of a subsidized operator, deposited 
in his capital reserve fund, withdrawals from which are subject to Administra- 
tion approval, or (3) in the case of a subsidized or a nonsubsidized operator, 
deposited in a fund from which withdrawals can be made only with the ap- 
proval of the Secretary of Commerce. 

Accordingly, we recommend that section 1107(6) be deleted or, if not deleted, 
be amended to read: 

“(6) the loan agreement for the making of the loan secured by the 
mortgage, or the mortgage, provides that the loan,. except such portion 
thereof as it has been agreed will be used to refinance an existing mortgage 
on the vessel which has been insured by the Secretary of Commerce, will 
either be (a) disbursed by the mortgagee to a [shipbuilder] shipyard [in] 
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as payment, on behalf of the mortgagor, [of part] on account of the con- 
tract price for the construction of a vessel contracted for by the mortgagor 
which has not yet been delivered, or (b) to the extent not so disbursed, 
shall be (i) deposited in a fund from which disbursements may be made 
only with the written approval of the Secretary of Commerce,-or (ii) in 
the case of a mortgagor receiving operating-differential subsidy under the 
provisions of this Act, deposited in the mortgagor’s capital reserve fund;” 

(10) New section 1107(8) as it appears in S. 1484 requires that the vessel 
on which a refinancing or. standby mortgage.is placed be “in as good condition 
as it would have-been if’ it» had been mortgaged’ immediately after delivery 
by the shipbuilder (and remained subject to such mortgage until the date of 
execution of this mortgage) and such mortgage had been insured by the Sec- 
retary of Commerce, and all requirements of the Secretary of Commerce with 
respect to a vessel on which he has insured the mortgage had been complied 
with.” This language could be construed to impose the impossible require. 
ment that the vessel be as good as new when the refinancing or standby mort- 
gage is executed. We understand that its purpose, however, is to require the 
vessel to be in as good condition at the time of execution of the refinancing or 
standby mortgage as it would have been if the owner had from time of original 
delivery by the shipbuilder complied with the requirements imposed under 
title XI for maintenance and repair of vessels which were at delivery covered 
by insured mortgages. In the case of a refinancing mortgage, this requirement 
seems unnecessary and productive only of confusion. In the case of a standby 
mortgage, some requirement may be necessary, but this one is still confusing: 
the requirements for vessel maintenance and repair imposed by the Secretary 
under title XI are not embodied in the statute or the regulations, but are 
written into the financing documents for each insured mortgage transaction. 
Since there would have been no original insured mortgage in the usual case of 
a standby mortgage, this requires the Secretary to measure the condition of 
the vessel at the time of the standby transaction by the hypothetical require- 
ments of a nonexisting prior insured mortgage. We believe that the Govern- 
ment would be better protected, and confusion would be avoided, if section 
1107(8) were amended to read: 

“(8) the mortgaged vessel is in as good condition, ordinary wear and 
tear excepted, as it [would have been in if it had been mortgaged] was 
immediately after delivery by the shipbuilder [(and remained subject to 
such mortgage until the date of execution of this mortgage) and such 
mortgage had been insured by the Secretary of Commerce, and all require- 
ments of the Secretary of Commerce with respect to a vessel on which he 
has insured the mortgage had been complied with].” 

(11) S. 1457 deals with one problem, apart from the standby mortgage sit- 
uation, not dealt with by S. 1434. Section 1104(a) (2) of title XI now provides 
that the principal amount of a mortgage to be insured shall not exceed 75 per- 
cent of the actual cost of the vessel. It contains a proviso, however, author- 
izing insurance of a mortgage whose principal amount does not exceed 87% 
percent of actual cost in the case of a vessel of the size and speed eligible for 
an 87% percent Government mortgage under section 509 of the Merchant Ma- 
rine Act, 1936. As previously indicated, title XI authorizes insurance of mort- 
gages not only to finance new construction, but also to finance reconstruction 
or reconditioning. And it is clear from section 1101(f) that an 87% percent in- 
sured mortgage was intended to be available for reconstruction or reconditioning 
whenever it would be available for new construction. Since section 509 authorizes 
an 8714 percent mortgage only for purposes of new construction, however, it is 
doubtful whether the language in the proviso of section 1104(a)(2) is ade- 
‘quate to effectuate the intent of section 1101(f). S. 1457 would correct this 
deficiency. We suggest a similar correction be embodied in an additional sec- 
ction 5 of S. 1434 reading as follows: 

“(5) by revising the first clause of the proviso of section 1104(a) (2) to 
read: ‘That inthe case’of-a~vessel, the size and speed of which.are. ap- 
proved by the Secretary of Commerce, and which is, or in the case of @ 
vessel to be reconstructed or reconditioned would have been, eligible for 
mortgage aid for construction under Section 509 of this Act and in respect 
of which the minimum down payment by the mortgagor required by that 
section would be 12% per centum of the cost of such vessel, the obligation 
may be in an amount which does not exceed 8714 per centum of such actual 
cost ;’” 
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We also note one typographical error and three probably desirable changes 
in S. 1457: 

(1) The typographical error occurs in clause (1) in the proviso to section 
1101(f) (2) of title XI as amended by section 1 of S. 1457. Clause (1) of the 
proviso should be amended to read: 

“(1) as insurance on a loan, or on a mortgage to finance the construc- 
tion, reconstruction, or reconditioning of the vessel mortgaged, the amount 
paid by or for the account of the [mortgaged, the amount paid by or for 
the account of the] mortgagor or borrower for the construction, recon- 
struction, or reconditioning (including designing, inspecting, outfitting, and 
equipping)’ of the vessel ;” 

(2) If, as indicated in paragraph (6) of our comments on S. 1434, the 
economic soundness test of section 1104(c) of title XI is to apply, in the case 
of a standby mortgage, to the vessel mortgaged rather than to the vessel whose 
construction, reconstruction, or reconditioning is to be financed by the standby 
mortgage, section 1104(c) as amended by section 5 of S. 1457 should be amended 
to read: 

“(ce) No commitment to insure a mortgage or loan shall be made by the 
Secretary of Commerce unless he finds, at or prior to the time such com- 
mitment is made, that the mortgaged vessel or the vessel whose construc- 
tion, reconstruction or reconditioning [project] is being financed by the 
[mortgage or the] loan, or the project with respect to which such vessel is 
to be operated, will be, in his opinion, economically sound, and no mortgage- 
or loan, unless made pursuant to a prior commitment, shall be insured un- 
less the Secretary of Commerce finds, at or prior to the time the insurance 
becomes effective, that the mortgaged vessel orithe vessel whose construction, 
reconstruction, or reconditioning [project] is being financed by the [mort- 
gage or the] loan, or the project with respect to which such vessel is to be 
operated, will be, in his opinion, economieally. sound.” 

(3) Section: 305 of S. 1457 in its amendment of seetion 1104(a) (3) of title 
XI would require the Secretary to determine at the time the standby mortgage 
is executed 100 percent of the actual cost of the vessel or vessels whose con- 
struction is to be financed. In fact, no such determination can be made at that 
time and the requirement would produce administrative difficulties. In this 
respect we believe that S. 1484, which limits the amount of the standby mortgage 
to 75 percent (or 87% percent) of the depreciated actual cost of the vessel or 
vessels mortgaged, without regard to the actual cost of the vessel or vessels to 
be constructed, represents a preferable approach. Accordingly, we would amend 
section 1104(a) (3) as it appears in S. 1457 to read before the proviso as follows: 

“(3) shall involve an obligation in a principal amount which in combi- 
nation with other mortgages to finance the construction, reconstruction or 
reconditioning, does not exceed [the lesser of] 75 per centum of the actual 
cost of the vessel or vessels mortgaged [or 100 per centum of the actual cost 
of the vessel or vessels whose construction, recénstruetion or reconditioning 
is financed under this title], such actual cost to be determined by the Secre- 
tary of Commerce at or prior to the execution of the mortgage and such 
determination to be conclusive for the purposes of determining the principal 
amount of the mortgage:” 

(4) As indicated in paragraph (9) of our comments on S. 1434, we do not 
believe any restriction upon the proceeds of a standby mortgage is necessary. If 
a restriction is to be imposed, however, or if the authority to deposit such pro- 
ceeds in capital reserve funds is thought to require clarification, we would amend 
new section 1104(a) (2) as added by section 2 of S. 1457 to read as follows: 

“(2) shall (i) cover a vessel or vessels whose construction, reconstruc- 
tion, or reconditioning is financed under this title; or shall (ii) cover any 
vessel or vessels owned by the mortgagor to aid in financing the construc- 
tion, reconstruction, or reconditioning of another vessel or vessels by the- 
mortgagor, in which event the proceeds of the mortgage, will either be (a) 
disbursed by the mortgagee to a shipyard as payment, on behalf of the 
mortgagor, on account of the contract price for the construction of a vessel 
contracted for by the mortgagor which has not yet been delivered, or (b) to 
the extent not so disbursed, shall be (i) deposited in a fund from which dis- 
bursements may be made only with the written approval of the Secretary of 
Commerce, or (ii) in the case of a mortgagor receiving operating-differential 
subsidy, under the provisions of this Act, deposited in the mortgagor’s capi- 
tal reserve fund ;” 
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{Committee print, S. 1434, 86th Cong., 1st sess.] 
[Omit the part struck through and insert the part printed in italic} 


A BILL To amend title XI of the Merchant Marine Act, 1936, as amended, with respect to insurance of 
ship mortgages, and for other purposes 


Be it enacted by the Senaie-and House of Representatives of the United States of 
America in Congress assembled, That title XI of the Merchant Marine Act, 1936, 
as amended (46 U.S.C. 1271-1279), is amended— 

¢ 1) py redesignating ‘sections 1107, 1108, and.1109 as sections,1108, 1109, 
and 1110; 

(2) by striking out of section 1102 the reference ‘‘section 1109’’ and insert- 
ing in lieu thereof. the reference “‘section 1110’; 

(3) by striking out of section 1104(f) the reference ‘‘sections 1101-1109” 
and inserting in lieu thereof the reference ‘‘sections 1101—1110’’; 

(4) by striking out of section 1106, before the dash, the word “except” 
— inserting in lieu thereof the words ‘except, as provided in section 1107 or”; 
anc 

(5) by inserting after section 1106 a new section 1107 to read as follows: 

“Sec. 1107. The Secretary of Commerce is authorized, upon such terms as he 
may prescribe, to make a commitment to the prospective owner of a vessel who is 
a citizen of the United States, prior to the time when the keel of such vessel is laid 
under a contract which such prospective owner has made with the shipbuilder for 
the construction of the vessel (or if the keel of the vessel was laid under such contract 
prior to the enactment of this Act, and the vessel owner or prospective owner has an 
unexpired commitment from the Secretary of Commerce to insure a mortgage on the 
vessel, issued prior to enactment of this Act under the law then existing, then prior to 
the expiration of such commitment), to insure the interest on and the unpaid bal- 
ance of the principal of a mortgage or mortgages which such prospective owner, 
as mortgagor, May at any time place on the vessel in order to finance the construce- 
tion, reconstruction, or reconditioning of other vessels or both to refinance a mort- 
gage insured by the Seeretary of Commerce on the vessel and to finance the 
construction, reconstruction or reconditioning of other vessels, subject to the 
following conditions— 

(1) the commitment shall not be assignable either separately or in eon- 
jimetion with a transfer of the vessel without the prior written approval of the 
Secretary of Commerce; 

(2) the vessel is not, at the time of insuring the mortgage pursuant to the 
committee, subject to a mortgage which has not been insured by the Secretary 
of Commerce; 

“‘(3) within a reasonable period prior to, or at the time of, insuring the 
mortgage pursuant to the commitment, the Secretary of Commerce makes the 
finding required by section 1104(c) of this Act (which requires a finding that 
the mortgaged vessel or the project with respect to which the mortgaged 
vessel is to be operated will be, in the opinion of the Secretary of Commerce, 
economically sound) ; 

tH the Hreetertee Heeelees a pettetpitl ebttertet adel: adem deed t+ 
the uaprid batinee of the principe! obHertiens of prior trertences on the 
acensed aad pest He at sti ated: at Het tH HE tHe acesset arta det beth with 
of seetiot 3HG of His et exered AZo per eeHttt af netted eet ef stted: aessed 
deprecitted at the pate of & per eertttHt per sett feott Hie dette stele vessel 
in delivered by the shipbttder te the dite steh trepterece in exeetted: and 
+b} Hf the arepteseed essed ats belt ath the tid of eorsttetion differential 
attbsitte ee dees aot esriphe arith the peertitpesterts of seetion 644 of tis ~et 
exceed Fa per eesti of stHeh sett 

““(4) the mortgage involves a principal obligation which when added to the 
unpaid balance of the principal obligations of prior mortgages on the vessel 
(other than mortgages that are being refinanced by this mortgage) will result in a 
sum which will not, (a) if the vessel was not built with the aid of construction- 
differential subsidy and complies with the requirements of ‘section 509-of thigrAct 
exceed (A) if the vessel has not been reconstructed or reconditioned before such 
mortgage is executed, 87% per centum of all amounts the mortgagor has paid or is 
obligated to pay for the construction (including designing, inspecting, outfitting, 
or equipping) of the vessel, depreciated at the rate of 5 per centum per annum 
from the date the vessel was delivered by the shipbuilder to the date such mortgage 
2s executed, or (B) if the vessel has been reconstructed or reconditioned before such 
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mortgage is executed, 87% per centum of all amounts the mortgagor has paid or is 
obligated to pay for ‘the construction (including designing, inspecting, outfitting, 
and equipping) of the vessel, depreciated at the rate of 5 per centum per annum 


from the date the vessel was delivered by the shipbuilder to the date of such recon- 


struction or reconditioning, and depreciated, from the date of such reconstruction 
or reconditioning to the date such mortgage is executed, on a straight-line basis 
and on the basis of a useful life of the vessel determined jointly by the Secretary 
of Commerce and the Secretary of the Treasury, plus 87% per centum of all 
amounts the mortgagor has paid or is obligated to pay for the. recenstruction or 
reconditiéning of the vessel’ (#f such reconstruction or reconditionmg was done 
without aid of construction subsidy and the vessel.complies with the requirements 
of section 509 of this Act; otherwise, 75 per centum of such amount), depreciated, 
from the date of such reconstruction or reconditioning g to the date such mortgage is 
executed, on a straight-line basis and on the basis of a useful life of the vessel 
determined jointly by the Secretary of Commerce and the Secretary of the Treasury, 
and (b) if the vessel was built with the aid of construction-differential subsidy, or 
does not comply with the requiremenis of section 509 of this Act, exceed the 
amount computed under (a) above except that, where (a) above provides for 87% 
per centum of the construction cost of the vessel, the percentage shall be 75 per 
cenium: 

Shae He tertheee dite pitti etttes adel da Het exered the pera 
years of # useful life of the mortgaged vessel of twenty years eomputed from 
the ditte the essed arte deteeeredtd be te 

““(5) the mortgage has maturity dates which, if the vessel has not been recon- 
structed or recond*tioned, do not exceed the remaining years of a uscful life of the 
mortgaged vessel of twenty years computed from the date the vessel was delivered 
by the shipbuilder or, if the vessel has been reconstructed or reconditioned, do 
not exceed the remaining years of a useful life of the vessel determined jointly by 
the aaa of the cy oe oy the Secretary of Commerce. 

+4464 the loan agreement for tre Hiking of the dene seevted by the mert- 


eilshs kan Gauek tnneeed te Gis Heslatate of Conmnanin 0k ue aoe 

the erotteseee te # shipbytder de payitent: on behatt of Hie aertedtser of 

Oe ee ee ee 
whieh hes net yet been delHyered: 

ee the loan agreement for the making of the loan secured by the mortgage, or 
the mortyage, provides that the underwriter or mortgagee will disburse the loan for 
one or more of the following purposes: (a) to pay one of the components of actual 
cost of the vessels to be constructed, reconstructed, or reconditioned and, if any 
such payment is to reimburse the operator for payments made from his capital 
reserve fund, to deposit such payment in his capital reserve fund, or (b) to pay 
part of the loan to discharge an existing mortgage which is insured by the Secretary 
of Commerce on the vessel that is subject to the mortgage which is to be insured, or 
(c) to deposit part or all of the loan in the operator’s capital reserve fund, if he 
is a subsidized operator, and in a construction reserve fund, if he is an unsub- 
sidized operator: if any deposit is made in a capital reserve fund, or construction 
reserve fund under (c) hereof, such deposit may be withdrawn only to pay one 
of the components of actual cost of the vessels that are to be constructed, recon- 
strueted, or reconditioned, or if for any reason such payments do not exhaust the 
deposit, then to pay off the loan secured by the mortgage that-is to be insured.’ 

“(7) the mortgage complies with all of the requirements of section 1191(a) 
of this Act (which defines an eligible mortgage) except subdivision 2 thereof 
(which specifies the maximum principal amount of the mortgage), subdivision 
3 thereof (which specifies the maximum duration of the mortgage), and sub- 


division 8 thereof (which specifies the purpose of the loan secured by the 


mortgage) ; 
és 


““(8) the mortgaged vessel shall be in class A-1, American Bureau of Shipping, 
with all required certificates, including but not limited to marine inspection cer- 
tificates of the United States Coast Guard, with all outstanding requirements and 
recommendations necessary for retention of class accomplished, unless the Secre- 
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tary of Commerce permits a deferment of such repairs, and shall be tight, stanch, 
strong and well and sufficiently tackled, appareled, furnished and equipped, 
and in every respect seaworthy and in good running condition and repair and in 
all respects fit for service.” 

Sec. 2. Section 1104(a)(2) of the Merchant Marine Act, 1936, as amended, is 
amended by striking out of the proviso the words: ‘‘That in the case of a vessel, the 
size and speed of which are approved by the Secretary of Commerce, which is eligible 
for mortgage aid’ and inserting in lieu thereof the words: ‘‘That in the case of a vessel, 
the size and speed of which are approved by the Secretary of Commerce, and which is, 
or in the case of a vessel to be reconstructed or reconditioned would have been, eligible 
for mortgage aid for construction’. 


(Following are the reports of the Government departments on 
S. 1434:) 


DEPARTMENT OF JUSTICE, 
Washington, D.C., Mareh 26, 1959. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


Deak SENATOR: This is in response to your request for the views of the De 
partment of Justice concerning the bill (S. 1484) to amend title XI of the 
Merchant Marine Act, 1936, as amended, with respect to insurance of ship 
mortgages, and for other purposes. 

The bill has been examined, but since the subject matter thereof does not 
directly affect the activities of the Department of Justice, we would prefer not 
to offer any comment concerning it. 

Sincerely yours, 
LAWRENCE E. WALSH, 
Deputy Attorney General. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, March 24, 1959:. 

B-115403 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, U.S. Senate. 

DEAR Mr. CHAIRMAN: Further reference is made to your letter of March 17,. 
1959, acknowledged on March 18, requesting the comments of the General’ 
Accounting Office concerning S. 1434, 86th Congress, 1st session, entitled “A bill 
to amend title XI of the Merchant Marine Act, 1936, as amended, with respect 
to insurance of ship mortgages, and for other purposes.” 


The bill would enable a prospective owner to use his own resources for 


financing a new vessel without losing the benefit of mortgage insurance later 
during the 20-year life of the vessel, if the. mortgage proceeds are to be used to 
finance the construction of other new vessels. This arrangement would delay 


borrowings until needed, and could result in a saving in interest and mortgage: 


insurance costs, a reduction in the life of the insured mortgage, a better utiliza- 


tion of reserve funds by subsidized operators, and greater flexibility in the 


financing of new ship construction. Furthermore, the conditions under which 
the insurance commitment must be exercised appear adequate to safeguard the 
interests of the Government. 

In view of the foregoing, and while we recognize the amendment to be a 
matter of policy for determination by the Congress, we believe it is worthy of 
consideration. 

Sincerely yours, 


JOSEPH CAMPBELL, 
Comptroller General of the United States.. 
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THE SECRETARY OF COMMERCE, 
Washington, March 11, 1959. 
Hon. RicHarp M. NIxon, 


The President of the Senate, 
U.S. Senate, Washington, D.C. 


DEAR MR. PRESIDENT: There are submitted herewith four copies of a draft bill, 
together with a statement of purpose and provisions, to amend title XI of 
the Merchant Marine Act, 1936, as amended, with respect to insurance of ship 
mortgages. 

The draft bill would authorize a delay in placing a mortgage on a newly con- 
structed vessel, if the loan secured by the mortgage is to be used to make the 
downpayment on other vessels to be constructed, without depriving the owner 
of the privilege of obtaining Government insurance of the mortgage. Under 
existing law a vessel mortgage is not insurable unless it is placed on the vessel 
before the vessel is delivered by the shipbuilder. Under the draft bill, if the 
loan is to be used for the foregoing purpose and the mortgagor obtains a commit- 
ment before the keel of the vessel to be mortgaged is laid, the mortgage would 
be insurable if placed on the vessel at any time during the vessel’s economic life. 
All restrictions under existing law would be applicable in addition to new restric- 
tions which would keep the substance of the insurance transaction the same as 
it is under existing law, except that the Government would not be under risk for 
so long a time. 

The draft bill would make it possible for an operator who plans to replace a 
fleet of vessels to pay in full for the first vessel and to mortgage the vessel 
subsequently (and obtain Government insurance of the mortgage) to obtain the 
downpayment on other vessels, rather than mortgaging each new vessel as it is 
delivered by the shipbuilder as he must under existing law if his mortgages are 
to be insurable. 

The draft bill would thus enable the operator to arrange his financing in a 
more flexible way, would save him interest, and would reduce the period of time 
during which the Government would be under risk with respect to the vessel 
mortgage. 

We have been advised by the Bureau of the Budget that there would be no 
objection to the submission of this report to the Congress. 

Sincerely yours, 
Lewis L. STRAUvSsS, 
Secretary of Commerce. 








